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To All California Consumers:

It is my pleasure to present this Report of Accomplishments summarizing the achievements of
the California Department of Insurance (CDI) from 1995 to 1998.

When comparing today to where we were in 1995 it is important to note that the California
insurance market was a very different place.  The Northridge earthquake in 1994 was the latest
in a string of natural disasters that utterly devastated the homeowner and earthquake insurance
markets and brought the entire California industry to the brink of collapse.  To make matters
worse, auto insurance was among the most expensive in the nation and insurance providers
were leaving California in droves in search of a friendlier business climate.

In contrast, the accomplishments contained in this report translate into tremendous benefits to
California’s consumers in several critical areas:

§ Successfully decreasing the cost of auto insurance.

§ Providing greater access to information about insurance.

§ Encouraging greater access to insurance in under-served communities.

§ Making essential insurance products, particularly homeowner’s, earth-
quake, and health care insurance for small businesses, more available.

§ Ensuring better protection against unfair and illegal insurance
practices.

§ Providing better protection against insurer insolvency.

§ Enhancing the efficiency and effectiveness of CDI’s operations.

§ Intensifying efforts to promote social justice in holocaust-era claims
payments.

The significance of this report is not that we have made insurance problems less of a civic con-
cern than other problems; but rather, the significance is that we have accomplished making the
insurance market stable, competitive and efficient without excessively burdensome govern-
ment meddling. This report reflects a successful alliance of business and government working
in tandem to serve the needs of all Californians.

The last four years have been challenging, but extraordinarily productive.  This Report of Ac-
complishments is the direct result of the dedication and commitment to quality by every mem-
ber of the CDI team. As you will read, California’s consumers today enjoy a more stable, ef-
fectively regulated insurance market that is increasingly more competitive and affordable than
ever before.
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This is not accidental.  It is simply the application of tried and true principles of protecting the
consumer, providing a “level playing field” for the insurance industry, getting rid of the “bad
actors,” and getting government out of the way to let the market flourish.  The results are con-
sistently predictable – consumers benefit by having access to products that are a fair value for a
fair price, the industry benefits by having an opportunity and incentive to prosper, and the
State of California benefits by the generation of tens of thousands of jobs and by the substan-
tial investment being injected daily into the economy.  This is the vision that has successfully
guided CDI for the last four years.

This Report of Accomplishments will also serve as the foundation for CDI’s future innovation
and achievement in the area of insurance regulation and consumer protection.  As such, we
will continue to shape CDI into a model of “good government” that we can all be proud.

Numerous individuals have contributed to the many successes during my first term as Insur-
ance Commissioner. Their work has resulted in significant, positive advancements for Califor-
nia’s consumers and they deserve the credit and my sincerest gratitude.  I want to particularly
thank the past and present members of my Executive Management Team, whose persistent
leadership has been instrumental in these achievements.

Sincerely,

CHUCK QUACKENBUSH
Insurance Commissioner
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Commissioner’s Mission Statement

Our mission is to ensure that consumers are protected against unfair
practices, excessive or discriminatory insurance rates, and insurer

financial instability; that the laws are enforced with equal diligence;
that all consumers are served in the most efficient, responsive

manner; and that the regulatory process is open, fair,
and equitable.

– Chuck Quackenbush
California Insurance Commissioner
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I. EXECUTIVE SUMMARY

he California Department of Insurance (CDI) regu-
lates the largest insurance market in the United
States and one of the largest in the world.

The office of the Insurance Commissioner was established
by act of the California State Legislature in 1868, coinci-
dent with the enactment of the first comprehensive statu-
tory regulation of the business of insurance in California.
The position was a Governor's appointment.  However, in
1990 California voters approved Proposition 103.  One of
the provisions of the Proposition provided that the People
shall elect the “Commissioner” at the same time, place and
manner for the same term as the Governor (every four
years).

The Insurance Commissioner is vested full power, authority
and duty to enforce the insurance law found in the Califor-
nia Insurance Code.1  The role of the Insurance Commis-
sioner is to regulate the insurance industry thereby protect-
ing consumers of California from abusive insurance prac-
tices.  Listed below are some of the various duties imposed
upon the Insurance Commissioner of the State of Califor-
nia:

1. Investigation of complaints and respond to inquiries
by consumers.

2. Qualify and license companies interested in pro-
viding insurance products.

3. Examination of the business and affairs of insurance
companies.

4. Administer the conservation and liquidation of in-
solvent and delinquent insurance companies.

5. Licensing and regulation of insurance producers.

6. Review and approval of insurance rates.

7. Combating insurance fraud.

8. Collection of fees, reimbursements, fines and pen-
alties from the insurance industry.

CDI’s primary responsibility is to protect California’s in-
surance policyholders.  To accomplish this, the Department
maintains 16 offices in several regions and cities in Cali-
fornia, including:

• Sacramento (3) • San Francisco

• Los Angeles (2) • San Jose

• Martinez • Fresno

• San Diego (2) • City of Commerce (2)

• Orange County • Rancho Cucamonga

• Santa Ana

                                               
1 California Insurance Code Section 12921

The California Insurance Code remains the primary direc-
tive for the Department.  The Insurance Code mandates that
CDI administer and execute various programs for the pro-
tection of California’s citizens:

• Regulation of Insurance Companies and Insur-
ance Producers – to protect the public from insurer
insolvency or discriminatory, unlawful, or fraudu-
lent practices.

• Consumer Protection – to protect California con-
sumers against unfair practices and excessive or
discriminatory insurance rates.

• Fraud Control – to control insurance fraud by con-
ducting investigations and preparing fraud cases for
prosecution.

• Tax Collection and Audit – to perform insurance
tax audits, propose tax adjustments, and monitor
collections in the process of assisting the Board of
Equalization in determining various refund and as-
sessment matters.

• Earthquake Grants and Loans – to provide resi-
dential grants and loans to retrofit high-risk resi-
dential dwellings owned or occupied by low to
moderate income households.

• Administration – to provide policy direction of
CDI from the Commissioner’s Office.

In order to execute the Insurance Code’s objectives, the
Department has over 1,000 employees organized into
eleven distinct branches, including:

• Legal Branch – provides legal review and analysis
of CDI enforcement actions and policy approvals
and promulgates regulations.

• Administration Branch – provides internal support
to ensure CDI operational efficiency.

• Fraud Branch – investigates and deters criminal
fraud activity.

• Rate Regulation Branch – ensures fairness of rate
applications by insurers.

• Consumer Services & Market Conduct Branch –
performs market conduct examinations of insurers
and assists consumers.

• Financial Surveillance Branch – monitors the fi-
nancial status of the insurance industry.

• Enforcement Branch – protects consumers by en-
forcing existing insurance laws and regulations.

• External Affairs & Policy Branch—supports con-
sumers through legislative advocacy and research of
various initiatives.

T
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• Executive Programs Branch – coordinates special
projects and policy initiatives as directed by the
Commissioner – includes the Office of the Om-
budsman and the California Organized Investment
Network (COIN).

• Strategic Planning Branch – oversees strategic
planning and implementation of goals and objec-
tives of the Department of Insurance to maximize
all areas of operation – from communications and
policy development to legislation, public appear-
ances, statements/speeches, and agenda formula-
tion.

• Press and Publications Office – provides informa-
tion to the public and the media about the Depart-
ment’s mission to protect California consumers.

The Department of Insurance is funded through a variety of
different revenue streams.  Overall, the Department ad-
ministers a $136 million budget.  CDI’s traditional funding
sources total approximately $121 million.  Exhibit 1 illus-
trates the Department’s revenue breakdown by major
funding source.

Exhibit 1:CDI’s Primary Revenue Sources, FY 1999-2000

CDI's Primary Revenue Sources
FY 1999-2000

Examina-
tion Fees

15%

Fees/
Licenses

25%

Fraud 
Penalties

/Fines
41%

Various
2%

Prop. 103
17%

Source:  California Department of Insurance, Budget Office, 1999.

In addition to the ongoing funding mechanisms outlined
above, CDI has also secured additional, provisional funding
to support particular initiatives.   This revenue totals ap-
proximately $14.4 million.  Exhibit 2 outlines this revenue.

Exhibit 2: Additional Funding Sources, FY 1999-2000

Funding Source Amount ($)
Holocaust $6,364,000

SB 18 (Chapter 239/Aug. 1997) $3,334,000

Various (Earthquake; General Fund;
Title Insurance and Reimbursements

$4,767,000

Total $14,465,000

Source:  California Department of Insurance, Budget Office, 1999.

In fulfilling its legislative mandate and public responsibil-
ity, the Department continues to pursue funding streams to
serve California consumers.

Recent History

In 1995 the California insurance market was in crisis. A
major earthquake with a magnitude of 6.7 struck the city of
Northridge in Southern California at 4:31 a.m. on January
17, 1994 causing $12.5 billion in insured losses. What was
left in the wake of Northridge and other recent catastrophic
temblors, such as the 1989 Loma Prieta earthquake in
Northern California, was an insurance market on the brink
of insolvency and utter collapse.  This is where this report
begins – as it retraces the steps of the California Depart-
ment of Insurance from 1995 to 1998.

CDI regulates the largest insurance market in the United
States, with over $71 billion in direct insurance premiums
written in the state.  Regulating the activities of this
sprawling insurance market is a serious responsibility and a
complex challenge, requiring the efforts of teams of staff
that conduct investigations, enforce laws and regulations,
analyze data, provide customer service, and perform other
important duties.  In the last several years CDI has been
transformed into a national example of how state insurance
regulation can be more responsive, efficient and effective
in protecting the interests of consumers.

Significant improvements have redeemed this important
regulatory agency as it embarked on a voyage of transfor-
mation in the insurance industry.  Though confronted with
an array of complex issues and daunting challenges in
1995, CDI has compiled a substantial record of accom-
plishments.  The fact that the challenges were addressed
successfully is due in great part to the commitment of the
persistent leadership and staff of CDI.
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In 1995, CDI faced:

• Voter mandates in Proposition 103 that had
not been implemented.

• Auto insurance was one of the most expen-
sive in the nation.

• Crisis in homeowner’s and residential earth-
quake insurance market.

• Declining competitiveness in the insurance
market.

• Questionable management practices and
operations at CDI.

• Limited access to affordable healthcare in-
surance.

• Lack of industry investment in California’s
low-income and minority communities.

CDI’s Rebirth

The last four years have indeed been extraordinarily chal-
lenging.  Today, however, CDI’s performance is much
stronger – consumers are better protected; insurance is
more affordable; and insurers enjoy a more competitive
market. CDI’s goal for the next four years is to build on
these achievements and ensure that CDI maintains its role
as a national leader in effective insurance regulation and
consumer protection.

CDI continues to explore new technology to improve re-
sponsiveness and continues to streamline processes so that
work gets completed more timely and accurately.  CDI also
continues to focus on aggressive enforcement of insurance
laws and punish violators.  Also, CDI continues to create a
regulatory environment of fairness that encourages insurers
to do business in our state, to increase competition and
make insurance rates more affordable for consumers.  CDI
continues to be a model of “good government,” benefiting
both consumers and insurers.

Building on the Record

Looking forward to the future, CDI will build on the ac-
complishments of the last four years:

• Lower costs for automobile insurance.

• Greater access to essential insurance prod-
ucts – particularly homeowner’s, earth-
quake, and health care for small businesses.

• More accessible information on insurance.

• Better protection against unfair and illegal
insurance practices.

• Improved protection against insurer bank-
ruptcy.

• Enhanced anti-fraud enforcement.

• Improved efficiency and effectiveness of
CDI’s operations.

• Increased efforts to promote social justice in
Holocaust victim restitution.

• Innovative approaches for helping under-
served communities.

These are some of CDI’s accomplishments during 1995 to
1998.  It is with great anticipation that CDI’s Executive
Management Team and everyone on the team at CDI ac-
cept the challenges that lay ahead and diligently strive to
take insurance regulation into the 21st Century.  v
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II. THAT WAS THEN…THE CHALLENGES FACING CDI IN 1995

Overview of this Section

Major Policy Challenges

♦ Implementing Proposition 103
♦ Resolving the crisis in homeowner’s and residential

earthquake insurance
♦ Addressing access to healthcare insurance
♦ Encouraging industry investment in California’s low-

income and minority communities
♦ Declining competitiveness of the insurance market
♦ Inadequate responsiveness to consumers
♦ Troubled operations: Conservation and Liquidation Of-

fice

Internal Capacity Issues

♦ Enforcement Branch
♦ Fraud Branch
♦ Financial Surveillance Branch
♦ Legal Branch
♦ Rate Regulation Branch
♦ Administration Branch

MAJOR POLICY CHALLENGES

n January 1995, CDI was facing significant challenges,
not the least of which was the implementation of
Proposition 103 – the initiative that radically changed

insurance law in California.  Although Proposition 103 was
approved by the voters in 1988, numerous lawsuits and
challenges by insurers and consumer groups delayed its full
implementation. By 1995, forced rate reductions and re-
bates to consumers, and the added expense of doing busi-
ness in California under Proposition 103’s mandates had
led to insurance companies leaving the state.  The results
were a dangerous decline in the competitiveness of the
insurance market.

In addition to Proposition 103, CDI faced other challenges,
such as reversing a crisis in the homeowner’s and residen-
tial earthquake insurance market, providing leadership and
direction in a national debate over health care insurance,
and ensuring that adequate insurance is available to low-
income and minority neighborhoods.

To compound the problems, CDI’s existing technology
infrastructure did not provide the means or the tools to
address and solve these issues.  The regulatory processes
were time-consuming and often mired in backlogs and
delays.  CDI was understaffed in key areas and several
significant problems were identified in audits conducted by
state oversight agencies. A number of negative reports
publicized CDI’s problems in various California newspa-
pers. All in all, the combined affect of these issues had a
direct and adverse impact on CDI’s quality of services and
the protection consumers deserve.

I
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Incomplete Implementation of Prop.
103

In order to fully implement Proposition 103, processes
mandated by the initiative needed to be clarified and devel-
oped. Steps that still needed to be taken included develop-
ing an automated rate comparison system; reformulating
the rating factors for auto policies; and enforcing the new
Proposition 103 requirement of prior approval of all poli-
cies and rates before being be sold to consumers.  By 1995,
eight years after passage, CDI still had yet to process and
enforce the rebate obligations of 185 companies that owed
money to California’s consumers as a result of the roll-
backs dictated by Proposition 103.  Due to the complexity
of the initiative and the many legal challenges, CDI’s
commissioners prior to 1995 were unable to implement
many provisions of Proposition 103.

State of Crisis in Essential Insurance

1995 was a time of crisis in the California insurance mar-
ket. The Northridge earthquake had struck just 12 months
earlier paralyzing Southern California and causing ap-
proximately $12.5 billion in insured losses. What was left
in the massive wake of Northridge and other catastrophes,
such as the 1989 Loma Prieta earthquake in Northern Cali-
fornia, was a fear among insurers that underwriting earth-
quake risks would jeopardize their financial ability to oper-
ate.

Because California law mandates insurers selling home-
owner’s policies must also offer earthquake coverage,
many insurers placed untenable restrictions on new poli-
cies. Some insurers simply stopped writing new home-
owner’s policies at all and refused to renew existing poli-
cies as they came up for renewal.  As a consequence, tens
of thousands of Californian homeowners were unable to
maintain such basic and essential protection as home-
owner’s insurance. Perhaps worse, those attempting to buy
homes were unable to obtain lender-required homeowner’s
insurance and close escrow.  The result was that the home-
owner’s and earthquake insurance crisis was also threaten-
ing the viability of California’s real estate market and be-
came a drag on the economy as a whole. CDI was receiving
an average of 3,000 calls per month from consumers com-
plaining of difficulties in obtaining homeowner’s and
earthquake insurance.

Limited Access to Affordable
Healthcare

During the mid-1990’s, Californians not only faced a crisis
in essential homeowner’s and earthquake insurance they
also confronted the national dilemma of obtaining afford-
able health care insurance. As it is today, healthcare reform

was a highly visible, national issue at the end of 1994.  In
California, CDI was confronted with the problem of small
businesses not being able to provide even basic health in-
surance benefits to employees due to its high cost. The lack
of small group health insurance coverage particularly af-
fected consumers who worked for businesses employing
less than 20 employees. Finding a solution to bringing
down the cost for these policies and providing adequate
coverage to make it a value worth purchasing was a signifi-
cant predicament.

Lack of Investment in California’s
Low-Income and Minority
Communities

At the end of 1994, CDI was still searching for practical
ways to encourage insurance companies to invest part of
their capital in under-served communities. CDI was at a
loss trying to develop any sensible solutions or make any
progress bringing insurers to participate in community
development investments or to invest a percentage of pre-
mium revenues from California residents into investments
benefiting low and moderate-income communities.

Declining Competitiveness in the
Market

By the end of 1994, California was one of the most expen-
sive auto insurance markets in the nation.  Beginning in the
early 1990’s, many insurers withdrew from the California
market, claiming that the terms of Proposition 103 were too
onerous and that the business climate was unfavorable.
Insurers were also leaving for other reasons, such as the
long delays often experienced in getting approvals for new
products or for approval of rate filings.  By January 1995,
there were approximately 2,044 backlogged files, some
dating back four years.  Corporate applications were
bogged down in a time-consuming Certificate of Authority
process, some sitting stagnant for more than two years.
CDI’s inefficiencies were impeding the desirable growth of
the insurance market.  By 1994, 21 companies had given up
on California and left the state.

Inadequate Responsiveness to
Consumers

By the beginning of 1995, outdated manual processes and
inefficient practices were significantly impeding the CDI’s
responsiveness to consumers and insurance providers alike.

Information from CDI to California’s consumers was avail-
able only in paper copy. In 1993 alone, CDI shipped 62,463
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publications to consumers at a significant cost for docu-
ment development, reproduction, handling, and postage.
CDI had yet to take advantage of automated tools, such as
Internet-based methods of communication, to provide en-
hanced services and information to California’s consumers.

The preceding administration acknowledged in November
1994 that CDI had to acquire information technologies “so
that consumer responses can be more accurate, factual, and
timely.”2 Despite the clear need to use information tech-
nologies to improve communication with consumers, CDI
had not been successful in its efforts to implement auto-
mated tools.

Conservation and Liquidation Office

Often referred to as the Commissioner’s fiduciary duty, the
Conservation and Liquidation Office (CLO) acts as trustee
on behalf of the Commissioner in rehabilitating or liqui-
dating an insurer, whichever is most plausible and in the
best interest of the stakeholders. This unique function pro-
vides a mechanism by which CDI can assume management
of an insurer in the event of insolvency or mismanagement
of an insurer. The role requires absolute integrity to make
sure that insolvencies are mitigated appropriately.  By
1995, however, the CLO had been the subject of three
management audits by various state agencies and numerous
legislative hearings for failing to safeguard the assets of
policyholders of bankrupt insurance companies under state
supervision. The basic findings were that the CLO was
failing in two significant areas:3

1. Its duty to obtain the highest possible return on
the liquidated assets of troubled insurers.

2. Distributing the proceeds from these liquida-
tions to policyholders.

Extensive investigative reports by newspapers across Cali-
fornia publicized these shortcomings. In fact, The Sacra-
mento Bee4 ran a three-part series on the mismanagement
of assets by the CLO, including “private auctions” of assets
to state employees at discount prices.

v v v

                                               
2 CDI Administration Transition Document, p. 17, November 1994.
3 Department of Finance:  Conservation/Liquidation Division Management
Letter, 12/16/92; Department of Finance:  Conservation/Liquidation Divi-
sion Management Letter, 3/24/94; State Auditor: Conservation and Liquida-
tion Division Report.
4 The Sacramento Bee, February 20-22, 1994.
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CDI’S INTERNAL CAPACITY PROBLEMS

n 1995, several of CDI’s vital operations needed drastic
improvement. CDI’s information technology infra-
structure was severely outdated and the CDI’s heart and

soul – its employees – were struggling to keep up with
workload, relying on inefficient manual processes, insuffi-
cient staffing levels, uncertain funding, and ineffective
tools.

Consumer Services Branch

The Consumer Services Branch serves as the nervous sys-
tem of CDI – offering valuable advice for consumers
through highly-skilled officers and the CDI Consumer
Hotline; performing market conduct examinations to ensure
the insurance industry operates fairly and legally; and pro-
viding an indispensable conduit between consumers and the
insurance regulators.  Maintaining adequate staffing to
ensure that consumer complaints are handled with the ut-
most care and urgency is an essential function of CDI.
Beginning in 1995, budgetary constraints forced reductions
in staffing resources to dangerously low levels.  This was
especially true for the Consumer Services Branch, which
had to layoff the majority of the total 89 staff positions CDI
was forced to cut. As the workload increased, staff was ill-
equipped to respond properly to the complaints against
insurers.

Enforcement Branch

The Enforcement Branch is responsible for investigations
and enforcing the laws and regulations. Its role is critically
important in the protection of consumers. By the end of
1994, the Enforcement Branch was lacking effective auto-
mated tools.  For instance, the Enforcement Branch’s Li-
censing Bureau relied strictly on an inefficient manual pro-
cess for administering licensing examinations.  In addition,
CDI did not have the resources to provide training to in-
vestigators and was unable to adequately address insurer
and producer fraud.

Fraud Branch

The CDI’s Fraud Branch protects consumers by investi-
gating criminal fraud activity.  The lure of big payoffs by
cheating insurance companies is hard for some to resist.
The consequences, however, are that responsible, law-
abiding policyholders end up paying millions in extra pre-
miums thus paying for the unscrupulous activities of others.

CDI considers the function of the Fraud Branch in tracking
down and shutting down criminals committing fraud a top
priority.  Like the Enforcement Branch, the Fraud Branch
faced problems in meeting the workload demands.  The
Fraud Branch needed a uniform database to facilitate proc-
essing, tracking, and analysis of information.  In addition, it
needed more personnel resources.  At the end of 1994,
many of its fraud investigators were available only as “lim-
ited term positions.” To maintain its workload service lev-
els and meet increasing demands, especially in auto insur-
ance fraud and workers’ compensation fraud cases, these
positions needed to convert temporary positions to perma-
nent positions.

Financial Surveillance Branch

The Financial Surveillance Branch is responsible for over-
seeing the financial condition of the insurance industry to
ensure they can provide the benefits and protection prom-
ised to California policyholders.  As was the case with
other vital functions of the Department, Financial Surveil-
lance faced resource constraints that limited its ability to
serve as an effective watchdog.  In 1994, several units of
the branch were understaffed and experiencing problems
with recruiting and retaining staff with specialized skills.
Inadequate staffing levels hampered reviews of the most
complex elements of insurers’ financial reports.  Moreover,
the branch needed to develop an automated Early Warning
System to provide advance warning of insurers headed to-
ward insolvency and to provide automated analytical tools
for its employees.

Legal Branch

The Legal Branch serves as the backbone of CDI providing
legal review and analysis of enforcement actions, policy
approvals, Certificate of Authority approvals, promulgating
regulations, and many more necessary tasks.  A team of
attorneys and support staff carefully ensure that the insur-
ance industry complies with California’s statutes and regu-
lations. The Legal Branch’s Policy Approval Bureau was
confronted with extensive backlogs. Although the Insur-
ance Code allows insurers to market most insurance policy
forms after 30 days of filing with the CDI, many policy
filings waiting to be processed were more than a year old.
In addition, the Legal Branch also had to formulate and
apply Proposition 103 rollback regulations to approxi-
mately 185 insurers who had not yet settled their rollback
liabilities and fully implemented a case prioritization

I
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system. Backlogs and delays in the Legal Branch deeply
affected CDI’s reputation and effectiveness as a regulator.

Rate Regulation Branch

The Rate Regulation Branch analyzes and approves or de-
nies the prior approval rate filings submitted by insurers.
The primary responsibility of the Rate Regulation Branch is
to ensure that rate applications by insurers are adequate
(sufficient to maintain solvency), not excessive, and not
unfairly discriminatory. To complete this task, the Rate
Regulation Branch employs highly technical actuaries and
other specifically skilled staff. As in the other branches and
bureaus, the Rate Regulation Branch was also experiencing
issues with the timeliness of its transactions.  The branch
was not releasing its final decisions on rate filings within
statutory time limitations. (Rate filings are deemed ap-
proved after 60 days, unless action is taken by CDI). Addi-
tionally, the branch was experiencing delays in processing
Proposition 103 rebate obligations for nearly 185 compa-
nies.

Administration Branch

The Administration Branch provides the internal support
and administrative functions to make sure CDI, as an or-
ganization, runs smoothly and efficiently. A 1991 State
Controller’s Office audit revealed CDI’s failure to comply
with basic state accounting and internal control standards.
By 1994, after three years, the CDI had not reformed its
accounting functions, automated its fiscal activities, im-
plemented workload measurements and standards, or de-
veloped an operable Time/Activity Reporting System
(TARS).  The need to implement workload measurements
and standards and the TARS system was very important in
order to provide the CDI with the capability to accurately
track productivity, determine the actual cost of regulatory
and enforcement actions, and get reimbursed for its costs.5

In addition, the Administration Branch was responsible for
CDI’s insufficient information technology resources. Net-
worked computers and software were not standardized,
making them difficult to maintain and support.  v

                                               
5 AB 1395(Chapter 965/Sept. 1994) requires CDI to base service rates and
fees charged to the industry on actual costs
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III. …THIS IS NOW!  1995 - 1998

Overview of this Section

Effective Regulation

♦ Significant auto insurance reforms
♦ Improved access to insurance information
♦ Availability of essential insurance products
♦ Enforcement of abusive and illegal insurance practices
♦ Insurance fraud committed by individuals
♦ CDI efficiency and cost effectiveness
♦ Increased consumer protection
♦ International efforts for holocaust survivors
♦ Innovative approaches for helping under-served communities

EFFECTIVE REGULATION

he California Department of Insurance oversees the largest state insurance market in the United States, with over $71 bil-
lion in premiums written and the largest number of licensed insurance producers6 of any state.  Between 1995 and 1998,
CDI compiled an impressive record of effectively regulating this large and dynamic insurance market and successfully

promoted a stable, competitive, and financially sound insurance market that produces widely accessible insurance policies that
benefit all consumers.

SIGNIFICANT AUTO INSURANCE REFORMS

                                               
6 190,000 licensed producers as of 1/1/1999.

n 1995 California was one of the most expensive auto
insurance markets in the nation.  Since then, CDI has
helped pass major new legislation and embarked on

new initiatives that have resulted in the most dramatic auto
insurance rate cuts in California history.

Implementation of Proposition 103

Perhaps one of the most challenging and momentous ac-
complishments was implementing Proposition 103.  Al-
though the voters approved Proposition 103 in 1988, by
1995 it still had yet to be fully implemented. This proposi-
tion required major changes in California insurance law:

• First, it required an automobile insurance
rate rollback.

• Second, it required that policyholders re-
ceive premium refunds based on the roll-
backs.

• Third, it required insurers to reformulate
rates to be based primarily on a driver’s
safety record, miles driven and driving expe-
rience.

• Fourth, it required CDI to provide consum-
ers with comparative information on auto in-
surance rates.

T

I
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Rate Rollbacks and Premium Refunds

Proposition 103 required insurance companies conducting
business in California during 1988 to rollback their rates
and pay rebates to consumers based on the difference be-
tween their current rates and rollback rates.  Not surpris-
ingly, insurers fought rebates and rollbacks vigorously.

In 1995, there were 169 unresolved rate rollback cases,
mostly comprised of insurers refusing to rollback their
rates.  CDI repeatedly fought in the courts to settle these
cases and obtain rollbacks and rebates for consumers.  In
two particularly significant court cases, the Department
defended Proposition 103’s mandated rollbacks and rebates
to consumers.  In Amwest v. Wilson, the California Su-
preme Court agreed with the Department’s argument that
surety companies are not exempt from Proposition 103
regulations and that they are to be governed by the same
rate rollback provisions.

In 1995, CDI successfully obtained $9.8 million from the
California State Legislature to prosecute insurers failing to
pay their rebates.  By the end of 1998, 157 rollback cases
out of 169 had been successfully resolved.

CDI’s aggressive efforts to implement Proposition 103
resulted in the approval of 472 rate decreases between
1995-98 totaling $306 million in auto insurance premium
savings for consumers in 1998 alone.  Combined with the
$466 million in premium rebates, California’s consumers
saved a total of $772 million.  CDI’s efforts to encourage
lower insurance rates, and keeping them low, has paid off
in consistently lower premiums for drivers.  As Exhibit 3
illustrates, the number of auto rate decreases approved by
CDI was only 67 between 1991 and 1994, in contrast to the
472 rate decreases approved between 1995 and 1998.

Exhibit 3: Personal Automobile Liability Insurance Rate Changes
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CDI’s Rate Regulation Division began tracking and veri-
fying the impact of premiums under Proposition 103 regu-
lations in early 1995 and found that the net savings to Cali-
fornia’s auto insurance consumers was approximately $1.5
billion between 1995 and 1998, as illustrated in Exhibit 4.

During the period from 1995 to 1998 auto insurance rates
decreased significantly for California drivers.  In fact, in
1998 the Los Angeles Times7 described the market as being
in an “auto insurance price war, which has already seen
rates fall by an average of 5.5% in the last three years.” In
fact, rates dropped in some urban areas by as much as 17%.
These rate reductions were a major component of the $772
million savings in premiums.

Exhibit 4: Personal Automobile Insurance Premium Reductions
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Source: CDI Rate Regulation Branch, February 19, 1999.
Note:Premium impact information is not available for years 1991-1994.

A comparison of auto insurance rates in California against
the rate of inflation is another indicator of how much auto
insurance rates in California have declined since 1995.  As
illustrated in Exhibit 5, auto insurance rates in California
have steadily decreased since 1996 while inflation has in-
creased at an annual average rate of nearly 2%.  This data
reflects real cost savings for California’s drivers.  As rates
fell, many insurance companies advertised their rate reduc-
tions to attract new customers.

                                               
7 Los Angeles Times, July 7, 1998.



…THIS IS NOW!  1995 – 1998

“Protecting California’s Consumers” 11

Exhibit 5:Automobile Insurance Rates Compared with Inflation, 95-98

Auto Insurance Rates vs. Inflation
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Observers have noted the tangible effects of the Depart-
ment’s aggressive implementation of Proposition 103 rate
rollbacks.  A spokeswoman from the Proposition 103 En-
forcement Project, an issue advocacy group, stated in a Los
Angeles Times article that consumers have “probably bene-
fited overall.” The benefits of CDI’s regulatory approach
have changed the dynamics of the auto insurance market
over the last four years as noted by these commentators:

“Every major California insurer has cut its rates
in the last year as new competitors enter the
market.”

– Los Angeles Times, July 7, 19988

“Auto insurance rates—which have a high profile
in car-happy California—have dipped 5.5 per-
cent since [Quackenbush] took office.”

– San Jose Mercury News, May 27, 19989

“California’s auto insurance business has be-
come increasingly competitive, with companies
cutting rates and improving services.”

– Los Angeles Times, July 19, 199810

CDI has demonstrated that a regulator focused on encour-
aging effective market competition can be a catalyst for
rate reductions.

                                               
8 Los Angeles Times, July 7, 1998
9 San Jose Mercury News, May 27, 1998
10 Los Angeles Times, July 10, 1998

Driver Safety Record

Proposition 103 mandates that a person’s Driving Safety
Record (DSR), i.e. the number of points on a driver’s rec-
ord, be one of the primary factors in determining a driver’s
insurance rate.  Implementing this requirement was diffi-
cult, requiring a significant change in the rating practices
used by insurance companies.

CDI announced in October 1997 that the Department was
implementing new permanent regulations that would de-
emphasize zip codes as a factor in setting auto insurance
premiums. The new rating formula requires insurance com-
panies to appropriately weight a person’s driving record,
annual mileage driven and years of driving experience as
principal criteria.  CDI’s new regulations also ensure that
the state’s lesser-populated areas are not subsidizing the
more populated urban areas of California.

As a result, auto insurance companies in California now
pay more attention to tickets and at-fault accidents when
insuring drivers, complying with the letter and spirit of
Proposition 103.  The more DSR points drivers have on
their records, the greater the chance their insurance rates
will increase.  Furthermore, recently adopted regulations
allow for policies to be canceled or non-renewed if a driver
gets three points or one major two-point violation, like a
DUI, on their driving record within a 36-month period.
This assures good drivers that they are not subsidizing
other more accident-prone or careless drivers.

The core of Proposition 103 in regard to auto insurance is
that it entitles insured drivers in California who have at
least three years of driving experience (18 months of which
must be in the U.S.) and no more than one point on their
driving record to an insurance rate 20% lower than rates for
drivers with two or more points.

Automated Rate Comparison System

As of November 1994, CDI still had not addressed Propo-
sition 103’s requirement that CDI provide a comparison of
the rate in effect for each personal line of insurance for
every insurer.  In fact, two previous insurance commission-
ers did not make such an automated rate comparison sys-
tem available.  In September 1998, nearly 10 years after
Proposition 103’s passage, CDI completed the implemen-
tation of this system and unveiled it to the public.

Today, California consumers can access comprehensive
data on rates being offered by all companies providing auto
and homeowner insurance in the state.11  Armed with this
information, consumers can be more informed about their
insurance provider selection.  Because consumers have

                                               
11 The Automated Rate Comparison System can be accessed at the Califor-
nia Department of Insurance’s web site:  www.insurance.ca.gov.
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open access to this convenient source of comparative rate
data, insurers also have an incentive to keep their rates as
competitive as possible.

Legislative Initiatives

CDI has worked diligently to save money for California’s
drivers by helping to enact key legislation, protect good,
law-abiding drivers, and create new, tougher sentences on
scam artists that commit staged auto collisions.  In addition,
Insurance Commissioner Chuck Quackenbush also spon-
sored a voter initiative to prevent drunk drivers and unin-
sured drivers from collecting pain and suffering damages
after an auto accident.

AB 650 (Chapter 1126/Sept. 1996) – Proof
of Auto Insurance

CDI was one of the early supporters of AB 650 (Chapter
1126/Sept. 1996).  This legislation requires drivers to show
proof of insurance when renewing annual auto registrations
with the Department of Motor Vehicles.  Upon renewal of a
vehicle registration, a driver must show proof of insurance
or other compliance with the financial responsibility laws.
Also, a driver must provide proof of insurance or financial
responsibility to a peace officer at a traffic accident or if the
driver is cited for a violation of the Vehicle Code.

Prior to this law, responsible, insured motorists were, in
effect, subsidizing uninsured motorists by having to pay
higher premiums that factored in the relatively high risk
that they would be struck by an uninsured driver.  By
making insurance coverage mandatory for all vehicle own-
ers, AB 650 was publicly acknowledged as a benefit to
conscientious and responsible drivers and is one of the
factors that has led to more insured drivers in California.

“The drop [in the number of uninsured drivers] has
meant a boon to drivers: Car insurance rates have
dipped 5.5 percent while rates nationally are ris-
ing.”12

– Los Angeles Daily News

CDI’s work in support of AB 650 has helped broaden the
ranks of insured motorists, a key step toward an insurance
system that is more fair and affordable for all drivers.

SB 334 (Chapter 189/July 1998) –
Fraudulent Auto Accidents

There are many forms of insurance fraud, but CDI places
particular emphasis on an especially treacherous kind of

                                               
12 Los Angeles Daily News, August 4, 1998.

auto fraud – staged auto collisions.  Criminals who inten-
tionally victimize innocent and unwitting motorists for the
purpose of collecting insurance proceeds commit staged
auto collisions.

To stage an accident, criminals swerve, or stop suddenly, in
front of innocent drivers often causing a relatively minor
collision, then demand money for their “injuries.”  Corrupt
attorneys and doctors are often participants in organized
fraud rings and act as collaborators in the crime by prepar-
ing fabricated and inflated injury reports.

One auto accident fraud scheme in Orange County involved
66 separate accidents or stolen vehicles, cost consumers in
excess of $1 million in fraudulent auto insurance claims,
and involved 24 insurance companies.  It took two years of
investigation by CDI and local law enforcement to break
this crime ring and bring 86 suspects to arrest.13  This type
of insurance fraud is becoming more frequent and it in-
creases the price of auto insurance for all insured drivers,
but more importantly it risks the lives of innocent drivers,
as was the case with the staged collision that took the lives
of a young Long Beach family.14

SB 334 (Chapter 189/July 1998) was passed in 1998 to
make staging an auto collision, for the purpose of fraudu-
lently collecting insurance proceeds, a “serious felony” and
subjects the suspect, if convicted, to the California “three
strikes” law.  Before SB 334 (Chapter 189/July 1998), a
perpetrator of a staged auto collision faced a maximum
two-year sentence and a $50,000 fine.

There is much more that needs to be done to stop staged
auto collisions.  As new legislation, such as SB 334
(Chapter 189/July 1998), is enacted to deter and punish
criminals committing fraud, the sober task of protecting the
innocent will continue.  CDI places no higher premium on
any of its responsibilities than protecting and defending
consumers from abuse and fraud.

Proposition 213 – The Personal
Responsibility Act

In 1996, Commissioner Chuck Quackenbush authored and
sponsored Proposition 213, the Personal Responsibility Act.
This initiative prevents uninsured motorists and drunk driv-
ers from collecting pain and suffering damages after an
auto accident.  It also bars compensation for any loss in-
curred by felons who were involved in automobile acci-
dents while committing or fleeing from a crime.  The
proposition was approved by 77% of the voters—the high-
est percentage received by a ballot measure in over 60

                                               
13 California Department of Insurance Press Release #004, January 7, 1998.
14 California Department of Insurance Press Release #097, September 11,
1997.
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years.15  Since the passage of the Proposition 213, other
states, such as Hawaii and New Jersey are adopting similar
versions of the initiative’s “no pay, no play” policy provi-
sions.

Since Proposition 213 dramatically reduced liability expo-
sure, CDI required California’s automobile insurers to
submit rate reduction filings reflecting anticipated savings.
In total, CDI received 572 filings, representing a 9.49%
decline in automobile liability coverage rates and resulting
in savings amounting to nearly $460 million.  Exhibit 6
summarizes the generated savings of these rate reductions
for California’s drivers.

The period of 1995 to 1998 can only be characterized as
phenomenal.  The savings generated by the reduction of
liability exposure from Proposition 213, combined with the
rebate and rollback savings from Proposition 103, means
that California’s consumers have saved over $1.5 billion
in auto insurance premium reductions during the last four
years.

Exhibit 6:Insurance Rate Reductions from Proposition 213
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Innovative Automobile “Mini-Policy”

California law now requires drivers to be financially re-
sponsible and protect other persons for any damage that
they may cause. However, an estimated 22% of California
motorists presently drive without auto insurance.16 Af-
fordability is often an issue for many low-to-moderate in-
come drivers who may not be able to afford the cost of
standard conventional automobile insurance coverage.  In

                                               
15 California Department of Insurance, speech before the Conference on
Insurance Regulation:  California:  the Insurance Forefront, July 9, 1998.
16 California Department of Insurance, Low Cost Auto Insurance:  Named
Driver Only Policy, undated document.

1998, CDI developed an innovative new type of auto insur-
ance policy, called the “Auto Mini Policy” as a low-cost
alternative to standard conventional auto insurance.

A standard auto insurance policy provides features or cov-
erage that may not be needed by all drivers. The “mini
policy” provides an alternative by scaling the standard pol-
icy down to a few core essential elements of coverage, thus
creating a minimum policy, or “mini policy,” without all
the features and coverage typically included in a standard
policy.

The “mini policy” contains the following requirements:

First, the “mini policy” provides consumers with a rea-
sonable insurance premium in exchange for a con-
sumer’s assurance not to engage in risky behavior, such
as drinking and driving.  Failure to adhere to these
pledges would result in higher out-of-pocket costs in
the form of a higher deductible, but still provide ade-
quate protection for other drivers.

Second, the “mini policy” would not cover “permissive
drivers” (i.e. drivers permitted to drive the insured’s
vehicle, although not expressly named in the policy).
Currently, there is a requirement in law that all auto in-
surance policies must cover permissive users; conse-
quently premiums for all drivers are higher.  Using a
“mini policy” that does not cover permissive users will
reduce the cost of liability premiums while still ensur-
ing that people have insurance to get to and from work
and take care of day-to-day errands, such as grocery
shopping.  At their option, consumers would be able to
add on a permissive-user endorsement for an extra pre-
mium, if they wanted or needed this coverage.

Providing a low-cost choice for consumers would provide
an important option for cost-conscious insureds.  And, of-
fering alternatives to the standard policy may eventually
lead to lower premiums for all drivers.

This initiative dovetails with many of CDI’s goals, namely
to serve low to moderate-income communities and to fur-
ther encourage reduced-cost automobile insurance.  If im-
plemented, CDI estimates that drivers with an auto “mini
policy” would enjoy premium savings of up to 15% as
compared to those with a standard policy.

All the provisions required of a standard automobile liabil-
ity policy, with their resulting costs, may not meet the
needs of all persons, particularly those who rely on their car
to get to and from work.  Removing the requirement for
coverage of permissive drivers would result in a lower cost
policy and make insurance more affordable to those who
currently do not purchase coverage because of cost consid-
erations.

 v v v



…THIS IS NOW!  1995 – 1998

“Protecting California’s Consumers”14

EXPANDED ACCESS TO INSURANCE INFORMATION

DI understands that Californians expect an insur-
ance regulator to protect consumers.  CDI believes
that a key aspect of this protection involves provid-

ing assistance to consumers in finding the best insurance
value and helping them to understand their rights as insur-
ance consumers.  That is why CDI’s highest priority is
protecting California’s consumers and maximizing the
powerful benefits of free-market principles.

CDI recognizes that imperfect or incomplete consumer
information and unequal bargaining power between insur-
ers and consumers can make consumers vulnerable to abu-
sive marketing and claims practices of insurers and produc-
ers.  Enhancing consumer information about insurers’ fi-
nancial strength, products, and prices is critical to ensure
competition and good market performance.  CDI is a leader
in providing consumers with access to information they can
use to make rational decisions among the often mind-
boggling alternatives available in the insurance market.
Using advanced information technology tools, such as the
Internet, and other communication channels, CDI has
helped make Californians more knowledgeable and better
insurance consumers.

Award-Winning CDI Web Site

The CDI Internet web site has received national recognition
for providing consumers with comprehensive information
about the insurance industry.  The web page offers impor-
tant information for California consumers, insurance pro-
ducers and insurance carriers, including:

• Premium rates comparisons for automobile,
homeowner, rental, condominium, earth-
quake, and title insurance.

• CDI’s Request for Assistance forms for use
in filing grievances against insurers.

• Comparative information on complaints
against insurers.

• Information on fraudulent insurance activi-
ties.

• Instant agent license check, providing status,
history and any disciplinary actions.

• Consumer brochures with helpful informa-
tion on a wide variety of subjects related to
insurance.

An Internet Advisory Committee made up of CDI employ-
ees throughout the Department, including the Consumer
Ombudsman, administers CDI’s Web site. These content
developers are responsible for creating helpful, informative,
and interesting features of the web site. Exhibit 7 outlines
the extensive information and resources available at the
CDI Web site located at www.insurance.ca.gov.

Exhibit 7: California Department of Insurance Web Site Information

Source:  California Department of Insurance, Office of the Ombudsman, 1998
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Since the web site’s launch, activity has grown to over
500,000 “hits” every month and continues to climb.17  The
site’s most popular features include premium comparisons,
agent and broker license information, enforcement actions,
list of admitted companies, Fraud Branch’s Most Wanted
list, and consumer complaint studies.  In addition to the
regular favorites, CDI’s Web site includes seasonal features
such as pertinent information about various types of natural
disasters common to California.  This feature is updated
every few months to provide information about seasonal
topics such as increased fire danger in the summer, flood-
ing in the spring, and mudslides in the winter.

The CDI Web site has garnered numerous awards for the
comprehensive content of information for insurance con-
sumers and its quality presentation.  In fact, CDI’s Web site
is a model used by the National Association of Insurance
Commissioners (NAIC) and CDI staff co-authored the
NAIC’s White Paper on the Internet18 that explores the
unique possibilities of using the Internet in insurance regu-
lation.

Consumer Outreach

Information is essential and it is CDI’s obligation to make
sure that the public is adequately informed.  CDI is com-
mitted to proactively providing consumers with practical
and timely information about the insurance industry and
CDI’s Outreach Program serves that objective.

To further outreach efforts, CDI expanded distribution of
consumer information and education by publishing bro-
chures, speaking at schools and community groups, at-
tending town-hall meetings and other forums.  CDI’s Out-
reach Program participated in 159 events between 1995-
1999.  In addition, CDI’s Fraud Branch conducted 862
training and public presentations between July and Decem-
ber 1998.19

Public Service Announcements

On December 2, 1997, CDI announced a major outreach
program designed to increase public awareness about mil-
lions of unclaimed dollars that might be owed to consumers
from Proposition 103 auto insurance rebates, enforcement
actions, liquidated assets, class-action settlements, and
restitution awards.20  CDI aired 30-second public service
announcements on television and radio across California to

                                               
17 California Department of Insurance, Office of the Ombudsman,.
18 National Association of Insurance Commissioners, White Paper on the
Internet, March 16, 1998,
19 California Department of Insurance, Press Office, Consumer Outreach
Overview, memorandum dated March 19, 1999.
20 California Department of Insurance, Press Office, Consumer Outreach
Overview, memorandum dated March 19, 1999.

inform consumers on how consumers can easily determine
if money is owed to them and how to file a claim.

CDI also announced on August 25, 1998, that the Depart-
ment would begin a major consumer outreach program
designed to increase consumer awareness about money that
may be owed on unpaid Holocaust-era insurance claims.

Insurance Information Published in Several
Languages

CDI sought not only to increase the amount of quality in-
formation available, but also sponsored legislation21 in
1995 to enable the CDI to produce consumer information
booklets in commonly spoken non-English languages –
particularly Spanish and Vietnamese.  As a result, CDI
began publishing Spanish and Vietnamese versions of the
Department’s brochures in 1997 in addition to the English
versions.  Approximately 6,000 brochures are distributed
each month in English, Spanish and Vietnamese transla-
tions.22

v v v

                                               
21 AB 1150 Chapter 909/Oct. 1995)
22 California Department of Insurance, Press Office, Consumer Out-
reach Overview, memorandum dated March 19, 1999.
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IMPROVED INSURANCE MARKET

he availability and cost of insurance coverage affect
virtually all California consumers.  A prime example
is that no lender will make a home loan without

homeowner’s insurance.  The average consumer typically
expects insurance premiums to steadily rise, as is often the
trend of most products we purchase.  However, a top CDI
priority has been to reverse this trend of ever-increasing
premiums by stimulating competition in the California
insurance marketplace and, where necessary, offer regula-
tory assistance to bolster deficient insurance markets.

Restored Stability in the Homeowner’s
Insurance Market

CDI’s response to past failing homeowner’s and earthquake
insurance markets demonstrates that a regulator can pro-
vide effective solutions when the private sector is unable to
do so.  After the 1994 Northridge earthquake capsized the
homeowner’s and earthquake insurance markets, CDI
stepped in with innovative proposals – most notably, the
creation of the California Earthquake Authority – to stabi-
lize those markets.  CDI’s innovation and leadership helped
to ensure that tens of thousands of Californians were once
again able to obtain homeowner’s and earthquake insurance
policies in the wake of the crisis.

Stabilized the Earthquake Insurance Market

The “American dream” of home ownership turned into a
nightmare for many Californians during the mid-1990’s.  A
string of major earthquakes, most notably the Northridge
earthquake in 1994, sent shock waves through companies
that provide homeowner’s insurance.  Insurers, suddenly
facing billions of dollars in claims, became wary of writing
new policies, especially since California law mandates that
insurers offering homeowner’s policies are required to offer
residential earthquake coverage with no underwriting re-
strictions.23  This mandate made homeowner’s policies too
costly to underwrite and insurers, in turn, began drastically
reducing the number of new homeowner’s insurance poli-
cies.  But, the insurers’ shyness from the homeowner’s
market did not stop there.  Insuring the high-risk, earth-
quake-prone regions of the Los Angeles Basin and the San
Francisco Bay Area placed such an excessive financial
liability on insurers that they were unable to renew many
existing customer’s policies, leaving a rapidly increasing

                                               
23 California Insurance Code Section 10081

number of homeowners without any protection from risk.
At the height of the crisis in the summer of 1996, 95% of
the homeowner’s market had either stopped completely or
severely restricted the writing of new homeowners insur-
ance.24

Although insurers could not refuse to provide unrestricted
earthquake coverage, they could establish more restrictive
qualifying underwriting requirements on homeowner’s and
dwelling fire insurance for new business and renewals.
Additionally, they could limit the number of new home-
owner and dwelling fire policies written.25

As a result, most insurers who wrote residential property
insurance in California either placed more restrictive quali-
fying underwriting requirements on their homeowner and
dwelling fire business and/or they limited the number of
policies and amount of business written.  Underwriting
restrictions included such criteria as:26

• Homes could not be within x number of
miles of an earthquake fault line.

• A home’s dwelling value could not ex-
ceeded x amount of dollars.

• No coverage for homes made of brick or
masonry construction.

• No coverage for dwellings with open foun-
dations.

• No coverage for dwellings built on hillsides
or slopes exceeding x degrees.

• No coverage for homes exceeding two sto-
ries in height.

• No coverage for homes built prior to 1950,
unless they had been retrofitted.

• No concentration of multiple dwellings
within a specified geographic area.

• No coverage for homes in areas with limited
accessibility.

These restrictions or limitations created a severe shortage
of coverage availability in the residential dwelling market-
place.  CDI took several significant steps to re-establish the
availability and affordability of homeowner insurance for

                                               
24 SB 395 (Chapter 899/Oct. 1995)
25 California Department of Insurance, Rate Regulation Branch, memoran-
dum dated March 22, 1999.
26 California Department of Insurance, Rate Regulation Branch, memoran-
dum dated March 22, 1999.
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California’s consumers.  For example, CDI began working
with insurance companies to encourage them to remove
these restrictions from homeowner insurance policies and
write homeowner’s policies without restrictions.

Since 1995, the number of insurance companies writing
homeowner’s insurance with restrictions dropped from a
high of 82 in July 1996 to a low of three in October 1997.
During this same period, the number of companies writing
without restrictions increased from a low of four companies
to 107 companies.

In a significant trend reversal, the number of complaints
from homeowners who could not find homeowner’s insur-
ance dropped from 3,000 calls per month to less than 200
calls per month at the end of 1998, a 1500% decrease.27

This remarkable turnaround in the availability of home-
owner’s insurance ensures that home-buyers can close es-
crow and professionals such as realtors, mortgage bankers,
and the construction industry can continue to provide sound
economic growth.

CDI not only helped make homeowner insurance more
available, the Department also addressed the serious con-
cern that homeowner insurance had become unaffordable.
During the period of 1995 to 1998, rising homeowner’s
insurance premiums slowed and dropped to less than the
rate of inflation.  Exhibit 8 contains an analysis of home-
owner’s insurance rates compared to inflation.

Exhibit 8: Homeowner’s Insurance Rates Compared vs. Inflation, 95–98
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27 California Department of Insurance, Consumer Services and Market
Conduct Branch, 1998.

In 1998, CDI began providing consumers with the ability to
conduct comparative shopping for homeowner’s insurance
either by calling CDI’s Consumer Hotline or accessing the
information directly through CDI’s Web Site.

The Cutting Edge - California
Earthquake Authority

The successful rehabilitation of the homeowner’s insurance
market was due, in large part, to the CDI’s efforts to restore
the integrity of the earthquake insurance marketplace.
Restoring the earthquake insurance market was not only a
vital part of protecting Californians in earthquake-prone
areas; it was essential to restoring the homeowner’s insur-
ance market as a whole.

In July 1995, CDI proposed the formation of the California
Earthquake Authority (CEA), a multi-billion dollar, gov-
ernment administered, but privately funded earthquake
insurance pool.  The concept was unique; in addition to the
revenue collected on limited coverage earthquake policies,
the CEA would pool funding from participating insurers,
reinsurance, and other forms of financial commitments for
the expressed purpose of protecting California’s homeown-
ers from the risk of earthquakes.

The story is one of remarkable success.  By October 1,
1997, the CEA had the capacity to handle earthquake
claims totaling approximately $6.9 billion.  To put this
capacity in perspective, if a Northridge-type earthquake
were to have occurred on October 1, 1997 the estimated
loss to the CEA would have been approximately $1.1 bil-
lion (see Exhibit 9).

The CEA is now the largest earthquake insurer in the state,
making earthquake insurance available for over 700,000
policyholders.  The CEA is also required to take all appli-
cants seeking earthquake insurance, thus eliminating a con-
sumers’ inability to purchase earthquake coverage.

Since the inception of the CEA, improved science and
earthquake forecasting tools have led to better earthquake
rating methodologies.  During the CEA’s first year of exis-
tence, CDI became aware of premium overcharges that
averaged 11% statewide.  In May 1998, CDI announced an
11% rate reduction had been approved that prompted re-
funds for CEA policyholders that resulted in total savings
of $37.5 million for 650,000 California homeowners.28

                                               
28 California Department of Insurance Press Release, #172, for release
December 4, 1998.
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Exhibit 9: Financial Tiers of CEA
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In December 1998, CDI approved an additional 4.5% rate
reduction filing submitted by the CEA.29  This rate reduc-
tion was the result of the CEA’s most recent scientific
study and actuarial review of earthquake coverage that led
to the development of further refined rating factors and
adjustments to the CEA’s rate setting methodologies.  CDI
has encouraged the CEA to continue in its efforts to make
rate setting as scientifically based and financially sound as
possible, thereby ensuring that the CEA’s current 700,000-
plus policyholders receive the best value and service possi-
ble.

                                               
29 California Department of Insurance Press Release #182, for release De-
cember 17, 1998.

Earthquake Wrap-Around Policies

Following enactment of the CEA, CDI has worked to ap-
prove private sector insurers to offer supplementary earth-
quake coverage.  So far, CDI has licensed two stand-alone
private earthquake insurers to offer consumers more cover-
age than the single policy available from the CEA.  These
companies offer lower deductibles and expanded coverage
over the CEA’s policy and consumers can choose to sup-
plement the CEA with coverage from these companies.

Earthquake Grants and Loans Program

In the interest of earthquake prevention, CDI has initiated
an Earthquake Grants and Loans Program for low and
moderate-income homeowners to retrofit their homes and
make them safer in the event of an earthquake.  The pro-
gram was piloted successfully in Los Angeles, Humboldt,
and Alameda counties and has been expanded to San Fran-
cisco, Santa Cruz, San Bernardino, Mendocino, and San
Diego counties.  The low-interest loans and grant funds can
be used for a variety of earthquake retrofit projects, in-
cluding:

• Bolting homes to their foundations.

• Strengthening cripple walls.

• Anchoring hot water heaters.

• Installing automatic gas shut-off valves.

• Installing earthquake resistant bracing sys-
tems for mobile homes.

The existence of preventive programs, such as the Earth-
quake Grants and Loans Program, benefits insurance rates
in California by reducing the number of claims and the
severity of claims and ultimately leading to a reduction in
rates.

Earthquake Claims Mediation Program

CDI also instituted the California Earthquake Claims Me-
diation Program to provide a neutral forum for insurers and
insureds to resolve disputed claims.  Under the program,
both parties voluntarily enter into the mediation program.
After only six months in operation, the mediation program
enabled consumers to receive nearly $7 million in claims
payments that were disputed.30

                                               
30 California Department of Insurance, Consumer Services Division and
Market Conduct Branch, May 26, 1999.
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Broadened Access to Health Insurance

The availability of health care insurance is a major concern
of many Californians.  In January 1995, CDI went to work
to help small business owners and their employees obtain
inexpensive health care coverage and make that coverage
more portable.  CDI is also helping seniors obtain long-
term care insurance coverage.

Small Business COBRA’s

CDI sponsored AB 2659 (1998), legislation to extend pro-
tection from the Consolidated Omnibus Reconciliation Act
(COBRA) to employees of companies with two to 19 em-
ployees.  This law allows employees of these small busi-
nesses to have the same health care protections as employ-
ees in larger companies.  Such protection provides employ-
ees in nearly all California businesses with the security of
being able to continue their group health insurance policy
for up to 18 months while transitioning to another em-
ployer’s health plan.

Advocating Multiple, Competing HIPC’s

CDI continues to seek legislation to allow private sector
competition with the state’s Health Insurance Plan of Cali-
fornia (HIPC).  Under current law, the HIPC allows the
state’s small business employers to join together to negoti-
ate for better health insurance premiums with insurers and
HMO’s.  Like a number of other states, California had en-
acted legislation creating health care purchasing alliances
to benefit small businesses.

CDI is seeking to allow private entities to perform the same
function as the state HIPC, which would increase the bar-
gaining power of small employers and ultimately enable
more employers to provide quality health insurance cover-
age for their employees.  While these legislative efforts
have not yet been successful, CDI will continue to explore
alternatives that empower small employers to negotiate
better health insurance premiums.

Created Tax-Qualified Long-term care
Policies in California

CDI worked to ensure that seniors had more opportunity to
obtain long-term care insurance.  Two years ago, the
United States Congress authorized the sale of long-term
care policies offering significant tax benefits.  In 1997, CDI
worked with the California State Legislature to modify
California law to comply with Federal law and allow the
sale of these tax-qualified products while ensuring that
consumers still had the option to purchase non-tax-
qualified products if they choose.

CDI has processed and approved long-term care filings
from over a dozen long-term care insurers and now seniors
have more choices for this type of insurance than ever be-
fore.  CDI has made long-term care policy review a top
priority of the Department’s Policy Approval Bureau and
CDI is strongly committed to increasing the availability and
affordability of these new policies in the marketplace. As of
February 23, 1999, CDI had received 327 filings from 49
companies, and 203 policies have been approved.31

Reducing Consumers’ Dependence on
“Insurers of Last Resort”

One of CDI’s major achievements has been curbing the
withdrawal of admitted insurers from the California insur-
ance market, which was forcing a substantial number of
consumers into state residual markets.

When the insurance market is functioning properly, admit-
ted insurers licensed by CDI provide coverage for most
consumers. Because of problems with restrictive price
regulation, affordability and capacity, however, admitted
insurers might not always meet the demand for essential
insurance products.  The hope is that problems in the mar-
ketplace only exist temporarily and should disappear when
market conditions change and improve.  But, at those times
when admitted insurers are not able to fulfill the demand, a
residual market, often referred to as an “insurer of last re-
sort” is established to satisfy the consumer’s demand for
essential insurance coverage.32

Usually a residual market is established for insurance cov-
erage that is mandated by law, such as automobile liability
coverage or workers’ compensation insurance.  Residual
markets may also be created to provide consumers with
insurance that are not state-mandated, but may be necessary
for business transactions.  For instance, lenders may require
borrowers to obtain property insurance for vehicles or
buildings and personal property to protect the creditor’s
collateral. In brief, a residual market is where you might
have to turn if you cannot obtain the necessary insurance in
other ways.

Although residual markets are a common mechanism to
compensate for insufficient market competition, CDI has
attempted to reduce consumers’ dependence on the residual
market.  Efforts to encourage private insurers to compete
for business in California has resulted in fewer individuals
who are forced to rely on two of California’s largest resid-
ual market programs: the California Automobile Assigned
Risk Plan (CAARP) for auto insurance, and the Fair Ac-
cess to Insurance Requirements (FAIR) Plan for urban
risks and brush fire areas.

                                               
31 California Department of Insurance, Rate Regulation Branch,1998.
32 Insurance Institute of America, Surplus Lines Insurance Principles and
Issues, 2nd Edition, William R. Feldhaus, PhD, Coordinating Editor, and
Doris Hoops, Coordinating Author, July 1997, page 61.
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The FAIR Plan

The California Fair Access to Insurance Requirements
(FAIR) Plan Association was created by statute in 1968 as
an outgrowth of the 1961 Bel Air Canyon fires and the
1965 Watts riots.33  At that time, there were concerns
across the country that, because of the nature of risks inher-
ent with the inner cities, persons living and operating busi-
nesses in urban areas would have difficulty obtaining insur-
ance.  Since 1968, the FAIR Plan has not only served as the
“insurer of last resort” for urban risks, but also for areas
prone to brush fire, because of the high risk and prevalence
in California.34  Programs similar to the FAIR Plan also
exist in 29 other states and the District of Columbia to en-
sure that basic fire and, in some cases, extended coverage is
available to property owners in urban areas.35

At the beginning of 1995, the number of policyholders in
the FAIR Plan was climbing due to the crisis in homeowner
insurance.  CDI’s efforts to resolve the homeowner crisis
has resulted in a slight decrease in the number of partici-
pants in the FAIR Plan in 1998, as Exhibit 10 indicates.
According to the plan’s Public Affairs Office, numbers for
1999 are expected to show a much more significant decline
because the FAIR Plan is currently experiencing 1,100 per
month net decline in the number of policyholders.  The
decrease in the number of FAIR Plan policyholders suggest
that the private market is doing a better job of providing
basic property insurance to urban areas, thus reducing de-
pendence on the state’s “insurer of last resort.”

Exhibit 10: FAIR Plan Residential and Commercial Policyholders, 95-98
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33 California FAIR Plan Association, Public Affairs Office, April 15, 1999.
The California FAIR Plan was created after the passage of the 1968 Federal
Riot and Reinsurance Act.
34 California Department of Insurance, memorandum dated April 14, 1999.
35 Surplus Lines Insurance Principles and Issues, page. 61.

The California Automobile Assigned Risk
Plan

The California Automobile Assigned Risk Plan
(CAARP) was created in 1947 after a law was passed re-
quiring all persons to provide proof of financial responsi-
bility prior to obtaining a driver’s license.  As a conse-
quence, a large number of “poor risk” drivers were unable
to receive licenses to drive because insurers were not will-
ing to assume the higher risks.36  Over 50 years later,
CAARP still serves as the “insurer of last resort” for many
Californians who are unable to obtain auto insurance in the
private market.  However, much improved and competitive
market conditions are beginning to significantly decrease
the number of California’s consumers who cannot find
affordable auto insurance from private insurers.  Exhibit 11
illustrates a substantial decline between 1995 and 1998 in
CAARP policyholders, from 111,781 individuals in 1995 to
51,056 in 1998.

Exhibit 11: CAARP Policyholders, 95-98
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The noticeable spike in the number of participants in 1997
can be attributed to the passage of AB 650, requiring driv-
ers to carry proof of auto insurance. However, the private
insurance market has been aggressively competing for
business resulting in fewer policies written through
CAARP.  Additionally, insurers’ private passenger auto
liability rates have gone consistently down, making insur-
ance generally more affordable for all consumers and less-
ening consumer dependence on this residual market.

v v v

                                               
36 California Department of Insurance, California Automobile Assigned Risk
Plan Representative, April 13, 1999.  See also CSAA v. Maloney, 71 S.Ct.
601, 602 (1951).
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AGGRESSIVE ENFORCEMENT ACTIONS

ver the last four years, CDI has led an unprece-
dented effort to punish illegal and abusive insur-
ance practices by insurance providers.  Consumers

depend upon CDI to enforce the laws and provide con-
sumer protection regarding insurance claims paying, rating,
and underwriting.  In essence, consumers need a properly
monitored marketplace that ensures fair treatment.  CDI
believes that taking quick and decisive action against “bad”
actors in the industry is the most effective strategy for
cleaning up the insurance marketplace and preserving the
integrity of the industry to make it beneficial for all.

This vision has led the Department to dramatically increase
its enforcement activities against insurance carriers and
producers over previous years in both volume of cases and
dollar amounts recovered for policyholders.

Protecting California’s Consumers

CDI protects California policyholders by closely monitor-
ing the insurance industry for improper and fraudulent
claims resolution practices.  From 1995 to 1998, CDI com-
pleted disciplinary actions against 62 insurance companies
and levied over $36 million in fines – a record for CDI.37

Notable actions by CDI’s Enforcement Branch include:

• A $15.4 million penalty against an insurance
company for deceptive sales practices possi-
bly affecting hundreds of thousands of com-
pany policyholders in California.

• Multi-jurisdictional enforcement action
against an insurance company for deceptive
practices against its customers in the sale of
credit insurance.

• Extensive restitution / remediation for in-
jured policyholders in actions brought
against three insurance companies.38

To put the significance of these fines in perspective, during
1991 to 1994, the previous administration levied only $6
million in fines.

                                               
37 California Department of Insurance, Enforcement Branch, 1998.
38 California Department of Insurance, Enforcement Branch, 1998.

Exhibit 12: Fines Against Insurance Companies, 1991-94 vs. 1995-98
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Investigative Activities

CDI participated in a multi-state investigation into allega-
tions that the company’s sales agents engaged in improper
sales tactics commonly known as “churning.”  Evidence
uncovered by investigators revealed that thousands of poli-
cyholders in California were persuaded by a company’s
agents to exchange the cash value of their existing life in-
surance policies for higher value policies.  Customers relied
on representations by the company that the cash values of
the existing policies were adequate to finance the larger
policies at no additional cost.  Many Californians were
shocked when premium notices subsequently arrived in the
mail.  Some victims lost their life insurance policies alto-
gether when they could not afford the higher premiums.
Senior citizens, who had accumulated high cash values by
paying premiums for many years, were disproportionately
victimized by these improper practices.39

On February 21, 1997, CDI announced a record $15.4 mil-
lion fine against the company– the largest single fine in
CDI history.  As part of this enforcement action, CDI

                                               
39 Letter from Commissioner Chuck Quackenbush to the Honorable Liz
Figueroa, Chair, Assembly Committee on Insurance, dated May 23, 1997.
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ordered a significant portion of the settlement to be allo-
cated to contacting the company’s approximately 625,000
policyholders in California and inform them of their right
to pursue relief under a court-appointed remediation pro-
gram.40  By May 12, 1997, the CDI Hotline was receiving
an average of 1,800 calls per week from consumers af-
fected by a particular insurance company.41  As a result of
this outreach program, over 180,000 Californians, or ap-
proximately 26% of the eligible company policyholders in
the state, applied for relief.  This level of participation by
consumers was 72% higher than the national response rate
to similar actions taken in other states.42

Efficiency and Effectiveness

Part of the reason why the amount of fines paid by insurers
perpetrating illegal activities has increased in recent years
is because the CDI has increased the efficiency and effec-
tiveness of its complaint investigations process.  As dem-
onstrated in Exhibit 13, the CDI’s ability to enforce insur-
ance regulations has been significantly enhanced.  The
process has been streamlined so investigators can resolve
cases more quickly, and thereby handle a greater volume of
cases.  For instance, the number of cases open 25 months or
greater has declined by 70%.  High priority cases are also
being resolved more quickly; 54% of all “Priority 1” cases
are resolved within 12 months.

                                               
40 California Department of Insurance, Enforcement Division, Enforcement
Accomplishments, 1995-1998, March 1999
41 California Department of Insurance, Consumer Services and Market
Conduct Branch, 1998.
42 California Department of Insurance, Memorandum dated March 19, 1999.

Enacted Consumer Protections to Reduce
Illegal Activities by Agents and Brokers

The Department takes its obligation to protect consumers
from abusive tactics by insurance providers very seriously.
For example, Eastwood Insurance Services, a large insur-
ance agency, was fined $300,000 for transacting insurance
through unlicensed persons and acting as an insurance
agent for an unlicensed insurer.43  Without proper agent
licensure, consumers do not have the assurance that they
are buying insurance from a competent agent.

An important component of the Department’s enforcement
policies is its stand against insurance agents and brokers
who violate insurance statutes and fair business practices.
CDI has completed disciplinary actions against 1,828 in-
surance agents and brokers, including the revocation of 901
licenses and denial of 252 licenses to “bad actors.”44  In
addition, CDI has sponsored legislation to better protect
California consumers against potential abuses by insurance
agents and brokers, including:

• Legislation to expand Commissioner’s cease and
desist authority to stop illegal activities.

• Legislation to expand the power of summary
revocation for agents and brokers who have
pleaded guilty, or nolo contendere, for crimes
relating to the business of insurance.

• Legislation to require the licensure of car rental
firms and credit insurance
sellers to bring those insurance
sales-related activities under
regulatory oversight and safe-
guards.

• Budget augmentation to
add 25 employees for FY
1999-2000 to investigate pro-
ducer misconduct.  Adding
these 25 employees will
greatly assist in eliminating the
investigations backlog.45

In addition to legislative at-
tempts, CDI has implemented
new initiatives to better edu-
cate and protect consumers
against potential insurance
agent or broker abuse, includ-
ing:

• Creating Consumer Alert,
an interactive agent/broker
licensing database on the CDI
Web site.

                                               
43 California Department of Insurance, 1998.
44 California Department of Insurance, Enforcement Division, Enforcement
Accomplishments, 1995-1998, March 1999.
45 Department of Finance Memoranda, 1999.

Exhibit 13: Indicators of Investigations Bureau’s Increased Efficiency
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• Direct mail and media outreach to potential vic-
tims to inform them of relief to which they may
be entitled.

• Proposed new regulations that will require bro-
kers to provide prospective auto and homeowner
clients with CDI’s consumer information bro-
chure on buying auto and homeowner insurance.

Enhanced Investigation Capabilities

By the end of 1996, CDI staff had reduced the backlog of
6,500 open cases involving agents and brokers by 25%.
CDI has actively sought additional investigators to ensure
that all investigations of insurance agents and brokers are
completed efficiently.46  CDI has also successfully
sponsored legislation to obtain limited police powers for
these investigators and assist them in cracking down on
criminal activity.

Also, CDI is attempting to put an end to the practice of
fiscal considerations adversely influencing the priorities
and decisions surrounding investigations.  Because of past
budget impediments, the Department has been compelled to
focus on performing only those investigations for which it
could be reimbursed.  This method has led to awkward and
often detrimental choices about whether to investigate
high-priority non-reimbursable cases or low-priority reim-
bursable cases.

CDI considers this practice inconsistent with the Commis-
sioner’s vision statement.  Consumers deserve to have ade-
quate protection against abusive practices and CDI has
fought vigorously to obtain the necessary resources to al-
low investigators to assume the most important cases, re-
gardless of whether the target has assets to pay for the in-
vestigation.  For the first time in the Department’s history,
the 1998-1999 state budget included adequate resources to
allow Department investigators to focus on consumer
protection, instead of budgetary considerations.

Supervise Sales and Underwriting Activities

As California’s insurance regulator, CDI closely monitors
the sales and underwriting practices of insurers and
producers to make sure they adhere to legal and ethical
standards, and that claims are handled fairly and according
to the provisions of the insurance contract.  The objective is
to prevent abusive practices that take unfair advantage of
consumers; i.e., false sales illustrations or failure to pay
legitimate claims on a timely basis.  Responding to
consumer complaints and performing market conduct
examinations are the primary methods by which CDI
regulates market practices.

                                               
46 Senate Insurance Committee Hearing—February 25, 1999, Department of
Insurance Responses to Information Requests, p. 3.

Market conduct examinations are conducted on a routine
basis, but can also be triggered by consumer complaints.
During a market conduct examination, examiners review a
random sampling of a company’s policy files and claims
files as well as other internal records to ensure that the
company is acting in compliance with state laws and regu-
lations.  Generally, examiners check to see that the rates
charged are consistent with the rates that are filed and ap-
proved by CDI, and that claims covered under a policy are
paid within a reasonable period of time.

Unfortunately, during 1997 and 1998 both the Field Rating
and Underwriting Bureau and the Market Conduct Bureau
suffered major staff reductions.  As a result, the number of
examinations filed and amount of premiums recovered by
the Field Rating and Underwriting Bureau decreased; in
1996, 118 examinations were filed and $2.7 million in
premiums recovered.  In contrast, only 82 examinations
were filed and $1.2 million recovered in 1997-98.47

Similarly, the effectiveness of the Market Conduct Bureau
decreased due to staff reductions; in 1996, 48 claims were
filed and claim recoveries amounted to $1.2 million, but by
1998 the amount of claim recoveries was only $160,390.48

However, both bureaus recently adopted revised examina-
tion procedures that will allow them to greatly increase
examination efficiency.

With a focus on personal lines, small business policies, and
third party claims activities, both bureaus play a critical
role in the oversight and regulation of insurer rating, un-
derwriting, and claims-handling practices.

“Consumer Alert”

Each month, CDI issues a comprehensive listing of the
agents or brokers denied the ability to enter the insurance
marketplace or whose licenses have been revoked for char-
acter or competency.  The Consumer Alert is a public rec-
ord of disciplinary action and is available via the CDI Web
site49 or by calling CDI’s Consumer Hotline.  Consumer
Alert is now the third most popular item on the CDI Web
site.

Under legislation50 sponsored by the CDI in 1995, all in-
surance agents are required to put their license numbers on
their business cards and correspondence.  With this change
in the law, consumers can easily check a producer’s license
number against those listed in the Consumer Alert publica-
tion for any possible disciplinary actions.

                                               
47 California Department of Insurance, Field Rating and Underwriting Bu-
reau, March 1999.
48 California Department of Insurance, Market Conduct Bureau, March
1999.
49 CDI Website Address:  www.insurance.ca.gov
50 AB 702 (Chapter 217/July 1995).
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Strengthened Surplus Lines Regulation

California law classifies insurance providers as either ad-
mitted or non-admitted.  An admitted insurer is licensed to
issue policies to consumers who reside in California.
While not formally authorized to transact business in Cali-
fornia, as an admitted insurer would be, a non-admitted
insurer may be permitted to sell insurance in a restricted
manner.

For example, consumers who are unable to purchase the
coverage they need from admitted insurers, may be able to
obtain the coverage they need from a non-admitted insurer
through “surplus lines” insurance.  Surplus lines insurance
is an important and beneficial supplement to the admitted
insurance market because some California consumers may
have insurance needs that may not always be met through
the admitted (i.e., licensed) insurance market, such as sky-
diving insurance or insurance to protect a valuable baseball
card collection.  For this reason, many consumers need
access to specialized coverage that admitted insurers might
not offer.  To help ensure that consumers have access to
financially sound and dependable non-admitted insurers,
CDI has implemented safeguards in surplus lines insurance.

Formation of the LESLI White List

SB 959 (Chapter 980/Sept. 1994) created the List of Eligi-
ble Surplus Line Insurers (LESLI).51  The bill set forth
minimum qualifications that had to be met by a non-
admitted insurer in order for that insurer to be authorized to
provide coverage through the surplus lines. The legislation
also required CDI to establish a public register of all sur-
plus line insurers that have met the minimum eligibility
requirements.

To be eligible, a non-admitted insurer must continually
maintain a minimum of $15 million in capital and reserves
consisting of assets acceptable under the California Insur-
ance Code.

CDI issued the first LESLI listing on July 7, 1995. The
effect is that the surplus lines market has become more
restrictive as to the number of non-admitted companies
allowed to do business in California.  However, because
surplus line insurers have to meet minimum qualifications
to be eligible for the LESLI list, consumers are better pro-
tected.

CDI’s involvement in the area of regulating non-admitted
insurers also extends nationally.  The Commissioner serves
as a member of the National Association of Insurance
Commissioners (NAIC) Surplus Lines Task Force, which

                                               
51 The Surplus Lines Association of California, Developments in the Regu-
lation of the Surplus Line Industry, http://www.sla-
cal.org/general_SLAlaws-reg/dev-sl.htm.

closely monitors the surplus lines market and its operation.
The task force also develops model regulations to both
protect consumers and promote that market’s viability.

Currently, there are over 400 surplus line brokers licensed
by CDI to negotiate and place insurance with non-admitted
insurers.52 To protect consumers, surplus line brokers are
generally prohibited from making placements with any
non-admitted insurers that have not been placed on the
LESLI list.

Reinforced Consumer Services Division

In 1995 and 1996, CDI faced budget restrictions and was
forced to layoff 89 positions, including 47 in the Consumer
Services Division.53  The layoff alleviated a pressing budget
constraint, but such short-term solutions exacted a long-
term price.  This was especially true with regard to con-
sumer protection endeavors that could undermine efforts to
shield consumers from abusive tactics by insurance provid-
ers.

Following the budget crisis, CDI promptly sought to restore
the positions in the consumer protection unit and has
worked for the passage of SB 18 (Chapter 239/Aug. 1997),
which provided funding for the Department to restore posi-
tions in the Consumer Services Division.  In 1998, CDI
vigorously sought to increase funding for 27 additional
consumer service positions that are fundamental in fighting
unfair claim practices by insurers.  Efforts to increase
CDI’s capacity in the Consumer Services Division include:

• All 27 positions in the Consumer Services
Division and Market Conduct Bureau
authorized by SB 18 have been filled.

• Increasing Consumer Services Division staff
by 15 new examiner positions in the
1999/2000 Governor’s budget (includes 10
positions in Market Conduct Bureau and 5
positions in Field Rating and Underwriting
Bureau).

• Increase broader review of all types of in-
surer claims files with additional positions in
the Claims Services Bureau.54

Use of Information Technology to Protect
Consumers

To better serve consumers who called with complaints, the
Consumer Services Division needs to provide accurate and
timely responses to consumers.  At the beginning of 1995,

                                               
52 The Surplus Line Association of California, undated pamphlet.
53 California Department of Insurance Press Release #028, April 24, 1997.
54 California Department of Insurance, Responses to Information Requests
for the California Senate Insurance Committee Hearing, February 25, 1999.
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CDI began aggressively pursuing opportunities in order to
be equipped with the latest in consumer protection tools,
such as:

• Complaints Database System (CDS): A na-
tionwide database administered by the Na-
tional Association of Insurance Commis-
sioners (NAIC) used for referencing and
analyzing consumer complaints filed with
state insurance departments.  Complaints re-
ported to the insurance departments are
submitted to the NAIC CDS database ena-
bling its member insurance regulators to re-
view this information during market conduct
examinations and compare complaint expe-
rience with premium volume and other in-
surance companies.55

• Producer Database (PDB): A NAIC ad-
ministered project56 to provide information
relating to insurance agents and brokers
(producers).  The PDB links participating
state regulatory licensing systems into one
repository of producer information.  The
PDB will also send an electronic notification
to state regulators if administrative action is
taken against a licensed producer in their
state or if a producer no longer holds an ac-
tive resident license.  The key benefits of the
PDB are:

♦ Immediate access to disciplinary his-
tory nationwide.

♦ Immediate electronic notification of
administrative action nationwide.

♦ Ability to verify licensures in good
standing in all participating insurance
regulatory departments.

• Case Management Program and an Auto-
mated Case Management System that:

♦ Establishes objectives for all facets of
case management, from initial receipt
of alleged law violations to the dispo-
sition of completed casework.

♦ Enhances management oversight of
investigative case activities.

♦ Enhances investigators’ planning and
reporting of investigative activities.

♦ Improves time management and re-
porting.

                                               
55 National Association of Insurance Commissioners, State Regulation 2000,
Internet site found at http://www.naic.org/consumer/sr2000/sr2000.htm.
56 National Association of Insurance Commissioners, State Regulation 2000,
Internet site found at http://www.naic.org/consumer/sr2000/sr2000.htm.

Y2K Assessments

To protect consumers against possible fallout from the
“Y2K bug,” CDI initiated a comprehensive program to
ensure that insurance providers remain capable of meeting
their obligations to policyholders when the Year 2000 ar-
rives.  Insurance carriers, producers, and others regulated
by CDI have been surveyed and many examined by an
independent third party to confirm that prudent steps are
being taken to protect policyholders.

Exhaustive steps have also been taken to ensure that CDI,
as a business entity within the state government framework,
will be prepared internally for the Year 2000.

Furthermore, as a member of NAIC’s Year 2000 Industry
Preparedness Task Force and chair of the NAIC’s Year
2000 Working Group, CDI participates in nationally coor-
dinated efforts with other states in assessing the industry’s
state of readiness for the Year 2000.  The Task Force and
Working Group provide effective forums to share Y2K-
related information among states, such as:

• Current information on specific insurance
carrier’s state of readiness for Y2K, includ-
ing contingency plans, compliance costs and
external risks.

• Monitoring Year 2000 assessment activities
of industry preparedness.

• Providing training and other assistance in
developing Year 2000 compliance tech-
niques.

v v v
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CRACK DOWN ON INSURANCE FRAUD

nsurance fraud ultimately increases the cost of insur-
ance for everyone and it is usually the responsible, law-
abiding consumers that end up paying more in higher

insurance premiums.  The CDI pursues a broad spectrum of
suspected fraud cases ranging from the individual fraudster
to well organized fraud rings.  Fraud is a crime that is often
hard to detect and can be even more difficult to prevent, but
there are many things individuals can do to protect them-
selves from becoming victims of insurance fraud.  During
1995 to 1998, CDI greatly enhanced the Fraud Branch’s
effectiveness by making dramatic improvements to its in-
ternal business functions and by introducing several inno-
vative anti-fraud programs.

Enhanced Anti-Fraud Capabilities

Through internal improvements, the Fraud Branch is now
in a better strategic position to investigate and pursue
fraudulent activities. Examples of internal improvements
include:

• An enhanced ability for the Fraud Branch to
investigate fraud by streamlining the review,
processing and assignment of reported sus-
pected insurance fraud.  This enhancement
has enabled more efficiency in the process-
ing and investigation of fraudulent claims,
allowing the Fraud Division to pursue more
cases per year.

• A new case management system was insti-
tuted providing the ability to effectively
track fraud cases.  The system functions as a
repository for case information and as a
centralized database for case monitoring and
resource allocation.

• The Fraud Branch has developed closer re-
lationships with inter-governmental task
forces, such as those administered by district
attorneys in each county.  This has resulted
in a dramatic rise in fraud arrests.

• The Fraud Branch also implemented the
Fraud Investigator Development Training
Program for new investigators.  This struc-
tured training has increased productivity and
expertise.

Extensive Anti-Fraud Outreach Efforts

CDI has focused its approach to fight insurance fraud by
reaching out to anti-fraud allies, including other law en-
forcement, the insurance industry, medical and legal pro-
fessionals, and the public.  CDI has used this network of
allies to distribute anti-fraud training materials and notify
the public and other interested parties that it offers an array
of anti-fraud information and educational tools, including
formal training, public presentations, Special Investigations
Unit (SIU) instruction, and public information forums.

For example, CDI developed Insurance Fraud is a Felony,
a brochure designed to familiarize consumers with common
insurance schemes and to help protect them from being
victims or unwitting participants in insurance fraud.  In
addition, the brochure describes how to file a complaint of
suspected insurance fraud through the Fraud Branch, or
CDI’s Consumer Hotline.

CDI also believes that insurance providers must play a
major role in consumer protection through effective fraud
prevention initiatives.  The Fraud Branch encourages insur-
ance companies to take proactive approaches toward de-
tecting fraudulent actions.  To assist insurance companies
in this endeavor, the Fraud Branch conducted a seminar
with insurance company CEO’s to educate them on the
importance of aggressive SIU programs to detect, investi-
gate, and prosecute insurance fraud activities.

Initiated “Operation Storm Watch”

To better protect consumers from victimization by fraud
following natural catastrophes, the CDI Fraud Branch initi-
ated Operation Storm Watch task force, an alliance be-
tween industry and government agencies.

Originally conceived as proactive preparation for winter
1997 El Niño storms, Operation Storm Watch is based
upon the principle that the citizens of California should be
alerted to and protected from individuals who take advan-
tage of victims of natural disasters.

The CDI Fraud Branch established a four-step action plan
to help the Operation Storm Watch task force achieve its
mission:

I
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1. Create deterrence to fraudulent claims ac-
tivity by alerting the public that the im-
pending stormy season could have the po-
tential to make residents and businesses vic-
tims of fraud scam artists following any
property and casualty claims.

2. Garner the support of affected professions
to assist in the reporting of illicit activities
by persons suspected of engaging in
fraudulent or unlicensed practices.

3. Develop a working plan with governmental
entities to ensure that reports of fraudulent
activity are channeled to the CDI Fraud
Branch and/or any other appropriate agency
for investigation.

4. Create an expedited process for receiving,
reviewing and investigating suspected
fraudulent claims activity by each regional
office and/or the task force.

Operation Storm Watch was a success.  In fact, as a testa-
ment to its success, Operation Storm Watch was used as a
model for federal efforts in combating fraud.  Its efforts
have led to the arrests of more than 70 individuals in Pa-
coima, West Hills, Long Beach, San Diego, San Clemente,
Monrovia, Placentia, Los Angeles, Bellflower, West
Covina, Mission Viejo, Cathedral City, San Bernardino,
and Simi Valley. 57 58

In the future, Operation Storm Watch will continue to pro-
vide valuable assistance in protecting Californians from
unscrupulous individuals taking advantage of a devastating
natural disaster.

Fraud’s “Most Wanted”

As a tool to fight fraud, CDI instituted consumer informa-
tion and outreach programs, including Fraud’s Most
Wanted, a publication outlining insurance fraud – what it is,
who is perpetrating it, how to spot it and how to report it.

Increasing public awareness about fraud helps create more
knowledgeable consumers and enhances the CDI’s ability
to capture the criminals committing fraud.  The dissemina-
tion of anti-fraud material, like the Most Wanted and the
Fraud Branch’s informative magazine, called Undercover,
has generated numerous questions and responses from the
insurance industry and other law enforcement agencies.
The sharing of information can lead to insurance fraud
referrals and the capture of the fugitives.  CDI now even
produces Busted!, a publication listing fraud arrests each
month.

                                               
57 California Department of Insurance, Fraud Branch, April 14, 1999.
58 California Department of Insurance, Internet article, Operation Storm
Watch:  Watching the Weather and the Crooks.

Perhaps the most potentially powerful informational out-
reach innovation is the use of the CDI Internet Web site as
a fraud-fighting tool, providing CDI fraud investigators
with an inexpensive way of reaching millions of individuals
throughout the world, demonstrating that fraudulent insur-
ance claims are being aggressively investigated and prose-
cuted in California.  According to CDI’s Web site traffic
statistics, the Most Wanted page has become one of the
most popular pages. A click on the Most Wanted page pro-
vides the public with a photograph of the individual sus-
pected of fraud, a brief biography, and other pertinent in-
formation.

Thanks to these efforts consumers today have more infor-
mation than ever before about fraud indicators and other
information, such as how to notify CDI of suspected
fraudulent claims.

Workers’ Compensation Fraud

In July 1996, CDI’s Fraud Branch and the San Diego
County District Attorney’s Office formed a Premium
Fraud Strike Force.  The goal of this strike force was to
identify, investigate, and prosecute individuals and entities
that under-insure workers’ compensation benefits and
commit workers’ compensation insurance fraud.  To give
the Strike Force broad experience and expertise, members
of the strike force also include investigators and auditors
from the State Franchise Tax Board, the Employment De-
velopment Department, the Department of Industrial Rela-
tions, and the State Contractors Board.  The strike force has
helped yield timely and efficient criminal investigations of
workers’ compensation fraud.59

In addition to the efforts of the strike force, the CDI has
increased enforcement and prosecution of both claimant
and medical providers who file false workers’ compensa-
tion claims or inflated medical bills.  The number of
fraudulent workers’ compensation claims has diminished
substantially since 1993, as demonstrated in Exhibit 14.
During fiscal year 1993-94, the Fraud Branch received
7,284 suspected fraudulent complaints.  In contrast, during
fiscal year 1997-98, the Fraud Branch received 4,331
fraudulent complaints.

CDI’s tougher enforcement – including more comprehen-
sive investigations by the Premium Fraud Strike Force –
has produced heightened awareness of workers’ compensa-
tion fraud activities and has likely contributed to the de-
creased number of suspected fraudulent claims between
1993-1998.

                                               
59 California Department of Insurance, Fraud Branch, April 14, 1999.
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Exhibit 14: Fraudulent Workers’ Compensation Complaints Received
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Also significant, the number of arrests of workers’ com-
pensation fraud suspects has increased steadily over the
past four years.  In fact, between 1993 and 1998 fraudulent
workers’ compensation claims have more than doubled –
from 116 arrests in 1993-94 to 298 arrests in 1997-98, as
Exhibit 15 illustrates.

Exhibit 15: Workers’ Compensation Program: Suspects Arrested, 93 – 98
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Increased Enforcement and Deterrence
Against Auto Fraud

Statistics gathered by CDI’s Fraud Branch show that
14,500 suspected auto-related fraud cases were reported in
fiscal year 1998, an increase of approximately 25% from
just two years prior and up over 130% since 1990.60  CDI
places a high priority on fighting auto insurance fraud, as
CDI’s efforts to pass SB 334 (Chapter 189/July 1998)61

demonstrate.  In addition to the work against staged auto
collisions, CDI developed a Local Assistance Program,
working with county district attorneys to aggressively in-
vestigate and prosecute criminals who perpetrate other
types of automobile insurance fraud.

In recent years these efforts have produced excellent re-
sults.  During fiscal year 1997-98, there were 751 arrests
and 630 convictions of individuals who committed staged
auto collisions and attempted other types of auto insurance
fraud; an 83% conviction rate!  In contrast, between 1988
and 1992 the number of perpetrators convicted of automo-
bile insurance fraud numbered less than 100.

In 1998 CDI’s emphasis on punishing auto insurance fraud
resulted in the crackdown of the largest international auto
insurance fraud scheme in CDI’s history, with the arrest of
over 70 suspects.

This fraud ring was responsible for illegally shipping over
100 luxury cars to Hong Kong for resale in the People’s
Republic of China where they would be re-sold at three
times their U.S. market value.  The suspects first pur-
chased, rented, or leased the cars with an estimated market
value of $50,000 each, then insured and shipped them.
While the cars were en route to China, the suspects re-
ported to law-enforcement authorities that the cars had been
stolen and filed fraudulent claims worth an estimated $4 - 6
million62 with U.S. insurers.

It took CDI fraud investigators over two years, four-
statewide sweeps and extensive coordination with several
other government agencies to crack this auto fraud ring.

Staged Auto Collisions

CDI is most vehement about attacking auto fraud because
this particular type of fraud can produce such potentially
deadly consequences at the hands of criminals who inten-
tionally maneuver their vehicle into a collision to make it
appear that the other driver, often an insured elderly person,
is at fault.

                                               
60 California Department of Insurance, Fraud Branch, “Undercover” Vol. 1,
No. 3, September 25, 1997.
61 d affordable for all drivers.
SB 334 (Chapter 189/July 1998) –    Fraudulent Auto Accidents, Page 12
62 California Department of Insurance Press Release #003, January 6, 1998.
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As mentioned previously, SB 334 (Chapter 189/July 1998)
increased the penalties that district attorneys can seek
against those suspected of staging auto accidents.  The bill
created new felony sentencing enhancements not only for
repeat insurance fraud offenders, but additional penalties if
innocent parties suffer serious bodily injury resulting from
a staged auto collision.63

Sophisticated organized crime rings typically involving
attorneys and medical personnel who collaborate by proc-
essing fraudulent claims usually carry out staged auto acci-
dents.  These “choreographed” accidents often produce
numerous injuries and can even be fatal for innocent vic-
tims.  In a particularly tragic case, a staged auto collision
on the I-710 freeway in Los Angeles caught a vehicle con-
taining an innocent Long Beach family, causing the vic-
tims’ vehicle to burst into flames, killing all of the occu-
pants, including their two-year-old daughter.

But CDI’s efforts to prosecute those who run staged auto
collision rings have been significant.  In fact, CDI has made
over 86 arrests in what is referred to as the “Panther” case,
allegedly involving the Panther Automotive Center in Gar-
den Grove, California, as the center of a massive staged
auto collision ring intended to defraud multiple insurance
companies.64

Statistics indicate that, while the CDI is working hard to
reduce auto fraud in California, the Fraud Branch has a
significant challenge ahead.  In the past five years, sus-
pected fraudulent complaints have risen slightly. In fiscal
year 1993-94, CDI received 13,908 suspected fraudulent
claims.  By fiscal year 1997-98, CDI received 14,840
fraudulent claims.  These statistics are shown in Exhibit 16.

Exhibit 16: Fraud Branch: Fraudulent Automobile Complaints Received
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63 California Department of Insurance, Fraud Branch, April 14, 1999.
64 California Department of Insurance, Fraud Branch, April 14, 1999.

While auto fraud complaints have increased only moder-
ately, the number of arrests in the automobile fraud pro-
gram has almost tripled since 1993-94.  In 1993-94, CDI
arrested 112 suspects.  Four years later, CDI made 418
arrests, as shown in Exhibit 17.  In order to send the clear
message that fraudulent claims and practices are taken very
seriously, CDI has heightened enforcement and prosecution
against fraudulent auto insurance claims.

Exhibit 17: Fraud Branch: Automobile Fraud Suspects Arrested
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Increased Enforcement and
Prosecution of Other Types of Fraud

CDI’s initiatives to protect consumers against fraud also
include increased investigation and prosecution against
other types of fraudulent property claims.  CDI’s Special
Operations Program65 is responsible for investigating
fraudulent claims that include:

• Property (theft and vandalism) • Pharmacy

• Life and health • Dental

• Burglary (residential and busi-
ness)

• Embezzle-
ment

• Slip and fall • Disability

• Medical • Arson

In the past five years, the Special Operations Program’s
workload has risen.  In 1993-94, it received 3,215 sus-
pected fraudulent claims.  By 1997-98, it received 4,083
fraudulent claims.

                                               
65 California Department of Insurance, Fraud Branch, April 14, 1999.
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Exhibit 18: Suspected Fraudulent Complaints to the Special Operations
Program.
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While the number of claims has increased by 25% during
1995 to 1998, the number of arrests in the Special Opera-
tions Program has increased since 1993-94.  In fiscal year
1993-94, the Special Operations Program arrested 29 sus-
pects.  In fiscal year 1997-98, the Program made 57 arrests.
It is hoped that greater numbers of arrests and prosecution
will produce a deterrent effect and reduce the frequency of
fraudulent property claims.

Exhibit 19: Other Property Claim Fraud Suspects Arrested
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Audits of Insurers’ Anti-Fraud Units

CDI has greatly increased the auditing of insurance compa-
nies to ensure that they maintain effective anti-fraud insur-
ance units.

In 1998 CDI issued Orders to Show Cause to two insurance
carriers to explain why their Certificate of Authority should
not be suspended for failing to maintain anti-fraud units.
Both carriers subsequently stipulated to the Department’s
order to maintain sufficient anti-fraud units, paid fines to-
taling $80,000, and are currently being monitored and re-
inspected to ensure their compliance.66

Participated in National Anti-Fraud Efforts

CDI is a member of the National Association of Insurance
Commissioner’s Anti-Fraud Task Force.  The purpose of
this task force is to serve the public by assisting state insur-
ance regulators in fundamental anti-fraud activities:

• Promotion of the public interest through the
detection, monitoring, and appropriate refer-
ral for investigation of insurance crime by
both consumers and insurance providers.

• Assistance to the insurance regulatory com-
munity through the maintenance and im-
provement of electronic databases tracking
fraudulent insurance activities.

• Research and analysis of insurance fraud
trends and case-specific analysis to insur-
ance regulators and state and federal law en-
forcement agencies.

• Provide a liaison function between insurance
regulators, law enforcement and other spe-
cific anti-fraud organizations.67

v v v

                                               
66 California Department of Insurance, Fraud Branch, April 14, 1999.
67 National Association of Insurance Commissioners, 1999 Committee
Charges, Adopted February 8, 1999.
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CDI’S EFFICIENCY AND EFFECTIVENESS

Instituted the Consumer Ombudsman
as Problem-solver for the Public

The Ombudsman’s Office was originally established to
help the average citizen navigate CDI.  Today, the Om-
budsman continues to serve the public in providing “2nd

review” problem-solving for the public and public officials,
such as legislators to whom the public often turns for as-
sistance.  Because of the key role the Ombudsman’s Office
plays as intermediary between the public and CDI, the Om-
budsman is often in a position to help identify and develop
innovative ways of serving the public better.

The Ombudsman’s Office works to improve communica-
tions throughout CDI and coordinate the quality and accu-
racy of information being given to consumers.  In many
cases, multiple bureaus or divisions within CDI were
working on the same case or issue with no knowledge of
the other units’ efforts.  To correct this deficiency, the Om-
budsman implemented measures, including an Intranet, to
facilitate information exchange throughout CDI’s various
units.  This effort allowed CDI to identify trends in certain
issues and work across divisional lines to effect policy or
procedural changes.

Since its inception, the Ombudsman’s Office has fielded
thousands of inquiries, currently handling well over 100
cases and 600 inquiries each month.68  The office is
uniquely positioned to resolve even the most complex
cases.

In addition to helping consumers settle their cases, the Om-
budsman’s Office attempts to create an environment within
CDI that is more customer-friendly.  For example, the Om-
budsman worked to consolidate public counters in CDI’s
main offices to reduce the “run-around” consumers often
experienced when seeking information.  The Ombudsman
also developed procedures for better serving customers
who arrived at public counters without an appointment.

Modernized CDI Consumer’s “Hotline”

When consumers have a question about any insurance-
related question, they can contact the CDI’s Consumer
Communications Bureau.  This bureau, also known as the

                                               
68 California Department of Insurance, Office of the Ombudsman, 1999.

CDI Consumer Hotline,69 is responsible for handling in-
coming phone calls as well as written communications.

Since 1995 the volume of consumer transactions handled
by the Consumer Hotline has been steadily increasing.  For
example, in 1995 approximately 462,000 transactions
were handled and in 1998 there were nearly 626,000
transactions.  Several factors could attribute to this in-
crease, including the passage of a law that requires CDI’s
phone number be printed on all insurance policies and
growing consumer interest.  Exhibit 20 illustrates the in-
crease in calls to the Consumer Hotline.

Exhibit 20: Increasing Call Volume for the CDI Consumer Hotline
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At the same time, as call volumes are steadily growing, the
substance of the calls is becoming more complex.  Custom-
ers who called during 1995 and 1998 sought information
about issues such as Proposition 103, and assistance re-
garding natural disasters like earthquakes and fires.  Efforts
to provide the Consumer Communications Bureau with
additional resources, such as implementing new systems
and procedures, and increased staffing of the Consumer
Hotline to deliver information and service to consumers

                                               
69 CDI’s Consumer Hotline (800) 927-HELP or (213) 897-8921
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more quickly, has raised the standards of customer service
to its highest levels in the Department’s history.70

Over the course of 1995 to 1998, the Consumer Communi-
cations Bureau implemented new procedures and systems,
such as:71

• Increased Consumer Hotline staff to expand
problem-solving resources for the public.

• Expanded the number of service choices
available to consumers when they call the
Consumer Hotline.

• Updated and increased the number of bro-
chures and pamphlets available to consum-
ers.

• Partnered with the State Controller’s Office
to assist consumers in obtaining Proposition
103 rebate funds that had been escheated to
the state.

• Expanded the Consumer Outreach Program
in 1997 to include senior citizen insurance
abuse forums and education forums de-
signed to address fraud scams in the after-
math of El Niño.

• Implemented the Integrated Database Sys-
tem and Intelligence Gathering System.

Because of new resources, systems, and processes, the
Consumer Hotline is now better equipped to respond to the
needs of California’s consumers.  Indeed, satisfaction sur-
veys for 1998 indicate that 86% of all consumers who con-
tact the CDI would recommend the Department to others,
and 79% believe their problem was resolved satisfacto-
rily.72

Improved Administrative
Responsiveness

California has become a more competitive insurance mar-
ket because, in part, CDI is more responsive than in the
past, acting as a facilitator of competition in the market,
rather than an impediment. This is what CDI refers to as
“good government.” To accomplish this, CDI has endeav-
ored to be more efficient in the process of admitting insur-
ers, reviewing forms and approving rates through the ap-
propriate use of automated technology, instituting
streamlined processes, and conducting operational

                                               
70 Budget problems during 1996 resulted in the cutbacks of 89 staff posi-
tions, which affected the Consumer Services Division.  In 1997, CDI sought
and received funding from the Legislature to reverse the layoffs and hire 27
individuals within the Consumer Services Division to work directly with
consumers.
71 California Department of Insurance, Consumer Communications Bureau
Management Staff, memorandum dated April 13, 1999.
72 California Department of Insurance, Consumer Communications Bureau
Management Staff, memorandum dated April 13, 1999.

efficiency reviews.  In fact, this effort has resulted in tangi-
ble benefits to California consumers in terms of timesav-
ings and reduced costs.  Through enhanced competition and
increased availability of insurance products in the Califor-
nia marketplace, consumers ultimately benefit from higher
quality insurance products at lower rates.

Cutting the “Red Tape”

Through initiatives to reduce much of the “red tape” com-
monly associated with government bureaucracies, CDI has
made it easier for insurers to enter and compete in the Cali-
fornia marketplace.  During 1995 and 1996, CDI authorized
111 new companies to operate in California, compared with
71 during 1993 and 1994.  During 1993 and 1994, 21 com-
panies stopped doing business in California, compared to
just 12 during 1995 and 1996.  In total, 120 more compa-
nies have been brought into California since 1995, which
left California for nine years following the passage of
Proposition 103 in 1988.

Thorough Policy Form and Rate Approval

State regulation of insurers normally requires policy form
and rate approval.73  These regulations are critically im-
portant because insurers normally dictate the terms and
conditions of their insurance policies.  The consumer, on
the other hand, generally has less expertise in insurance
matters and has less information about whether a policy is
written fairly.  CDI considers the fair and equitable treat-
ment of the insured in the insurance transaction to be of
utmost importance.  For this reason, insurers must obtain
approval for the products they seek to sell and, specifically,
the policy forms that they use so CDI can ensure that policy
provisions are reasonable and fair and do not contain major
gaps in coverage that might be misunderstood by consum-
ers.

                                               
73 CDI’s review of insurance rates is governed, in part, by the requirements
in the California Insurance Code (CIC) Section 1861.05 and California Code
of Regulations (CCR) Title 10, Subchapter 4.8, Article 1, Sections 2641.1
through 2644.23.  California Insurance Code Section 1861.05 (a) states, in
part:  “No rate shall be approved or remain in effect which is excessive,
inadequate, unfairly discriminatory or otherwise in violation of this chapter.”
CCR Title 10, Subchapter 4.8, Article 1, Sections 2641.1 through 2644.23
provide the definitions for “excessive” and “inadequate” as well as the
various ratemaking formulae to be used by the CDI when reviewing an
insurer’s filed rate indications and selections.  These are commonly referred
to as the Prior Approval Regulations.
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Exhibit 21: Prior Approval Transaction Statistics, 1991-1998

Prior Approval Transaction Statistics, 1991-
1998
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Fairness in Rate Regulation

Another important role for CDI is rate regulation.  When
choosing a policy, the consumer is not usually in a position
to determine the fairness of the premium for the policies
they purchase.  Rate regulation ensures that insurers’ rates
and premiums are adequate (sufficient to maintain sol-
vency), not excessive, and not unfairly discriminatory.74

However, CDI recognizes that an inefficient rate filing
approval process can stifle creativity in the marketplace,
dampening insurers’ interest in responding to the public’s
need for insurance products.

Since 1995, beneficial changes in management direction
and the introduction of automation have resulted in a rate
and form review process that is noticeably streamlined.

Faster Regulatory
Processing

CDI has diligently
sought to perform its
duties more re-
sponsively and timely
and has vastly improved
its deference for its
consumers, resulting in
faster processing and
turnaround times for
policy approvals, rate
filings, and applications
review.  For instance, in
January 1995, there
were 2,044 files
awaiting review by
CDI’s Legal Branch,
Policy Approval
Bureau, some dating
back as much as four
years.  By January 1, 1997, the backlog had been reduced
to only 155 files, the oldest being only six months.75  As
Exhibits 21 through 23 document, the number of days re-
quired to review forms and applications has dramatically
declined even as the volume of transactions increased sig-
nificantly.

Exhibit 21 summarizes statistics for “Prior Approvals,”76

which refers to all filings handled by CDI’s Rate Regula-
tion Division. As noted, the average number of days to
process prior approval filings decreased as the total number
of filings increased steadily between 1994-1998.  The Rate
Regulation Division attributes this increased efficiency to
more extensive and sophisticated use of information tech-
nology, along with a more experienced workforce and a

                                               
74 California Insurance Code Section 1861.05(a)
75 California Department of Insurance, 1998
76 California Insurance Code, Section 1861.05(b)

different management emphasis. Other contributing factors
include increased experience of the insurers in submitting
more complete rate applications, increased understanding
of the filing process and clearer and more complete regula-
tions in place directing the filing and review process.

Besides the improvements to the rate and form filing proc-
ess, rate filings received after 1994 have tended to be
rate decreases.  Therefore, a higher percentage of the rate
filings were non-controversial, requiring less negotiation
with insurers delaying the approval process.  Prior to 1995,
CDI was immersed in the Proposition 103 rollback and
rebate process and approval of rate filings was often linked
to settlement of rollback issues.

Processing times for rate filing applications have been re-
duced from a high of two years to the current 30 to 90 days.
In 1994, there was a frequent problem of approving rate
filings within the 60-day “deemer” window. That problem
no longer exists.  Exhibits 22 and 23 document the effi-
ciency trends of rate filings: rate increases, rate decreases
and new program filings.

As Exhibit 22 shows, the numbers of rate decrease filings
from insurers doubled in 1996 and doubled again by 1998.
Despite this significant workload increase between 1994
and 1998, CDI’s Rate Regulation Branch was able to re-
view each filing in less than 100 days.

Exhibit 23  shows that CDI was able to maintain its effi-
ciency in reviewing new program filings even while the
workload volume grew significantly from 1995 to 1998.



…THIS IS NOW!  1995 – 1998

“Protecting California’s Consumers”34

Exhibit 22: Rate Filing Statistics Demonstrating Improved Efficiency, 1991-98

Rate Filings Statistics, 1991-1998
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Friendlier Business Environment for
Insurers Seeking to do Business in
California

At times, new programs are filed in conjunction with a
Certificate of Authority application, but normally a new
program filing represents a licensed insurer’s proposal to
enter a new market niche (i.e. a line or class of where the
insurer has not previously been active).  CDI evaluates new
programs to verify that the proposed rates are reasonable
for the coverage provided and are not excessive, inadequate
or unfairly discriminatory.

Even as CDI’s review and approval process was stream-
lined, CDI worked to make sure that insurance providers
clearly understood the steps involved in the regulatory pro-
cess.  In addition, CDI has worked to revamp the applica-
tions for companies that wish to transact insurance in Cali-
fornia and improved the Department’s licensing (Certificate
of Authority) process.

The revised application dramatically reduces the time
required for review, from a typical two-year review
period to a maximum review period of only 90 days for
complete applications.  Streamlining the Certificate of
Authority process and other improvements translate into
increased competition in the California insurance market-
place.  Indeed, during 1995 to 1998, CDI licensed over 133

new insurers and another 127 insurance-related compa-
nies.77

CDI’s regulatory divisions and the Ombudsman’s Office
deserve the credit for helping to streamline the process
through which insurers gain entry into the California mar-
ket by providing better assistance to insurers as they en-
tered this process.  Examples of efforts to assist insurers
include:

• Producer licensing reform – improved CDI’s li-
censing function, introduction of the Interactive
Voice Response (IVR) telephone system, License
Inquiry System availability on CDI’s Web site,
hired an Assistant Ombudsman to assist the pro-

ducer community,
established an Agent
and Brokers Advisory
Committee (ABAC)
and created a producer
newsletter,
Communiqué.

• ALERT – CDI is
providing leadership in
the Accelerated
Licensure Evaluation
and Review
Techniques (ALERT)
Project that seeks to
streamline and stan-
dardize the company
admissions process for
all states through
NAIC.

Progressive and
Forward
Thinking

CDI does not believe
that its role as regulator of insurers necessarily has to be
adversarial.  The Department has worked to maintain good
relationships with the industry and has proactively recruited
several insurers into the California market including several
large insurance companies.  In some cases, the strategy
actually had CDI “cold-calling” the CEO’s of carriers not
admitted in California.  Several of them reported that they
had never heard of a Department being so progressive.78

                                               
77 California Department of Insurance, Rate Regulation Branch, May 18,
1999.
78 California Department of Insurance, Office of the Ombudsman, March 11,
1999.
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Exhibit 23: New Programs Evaluated, 1991-1998

New Programs Evaluated, 1991-1998
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Instituted New
Automated
Systems

CDI has pushed hard to
introduce advanced
information technologies
(IT) that would enhance
its ability to provide
oversight of insurers and
quality services to
California’s consumers.
Through strategic IT
planning, creating an IT
infrastructure, and
implementing best
practices in managing
the investment in IT,
CDI has been able to
empower employees to
be more effective.
Exhibit 24 summarizes
some of the major
accomplishments.

The new technology and systems for the management and
oversight of critical regulatory functions, including market
conduct oversight, and insurer and agent case reviews are
now being performed more efficiently and effectively than
ever before.  In addition to CDI’s IT initiatives, the De-
partment is working with NAIC to develop automated na-
tional systems to streamline the oversight and administra-
tion of insurance companies.  Two projects being imple-
mented in cooperation with NAIC are: 79

• System for Electronic Rate and Form
Filings (SERFF)80

SERFF enables insurers to submit rate and
form filings electronically to state reviewers,
reducing the time and cost involved in
making regulatory filings.  State reviewers
use SERFF to facilitate the management,
analysis, disposition and storage of the fil-
ings.  Both insurers and regulators benefit
from the electronic communication that
SERFF provides.  SERFF is unique in that it
is a joint, cooperative initiative between
regulators and industry.

• Uniform Certificate of Authority Applica-
tion
Designed to allow insurers to file copies of
the same application for admission in nu-
merous states.  While each state still

                                               
79 National Association of Insurance Commissioners, State Regulation 2000
Initiative (http://www.naic.org/consumer/sr2000/sr2000.htm)
80 National Association of Insurance Commissioners, SERFF Virtual Bro-
chure (http://www.serff.org/serff/brochure/virtual_brochure.htm)

performs its own independent review of
each application, the need to file many dif-
ferent applications, in different formats, has
been eliminated for each state that accepts
the Uniform Certificate.

Comprehensive Reviews of CDI Operations

By 1995, CDI’s management controls and operations had
been seriously degraded.  In June 1995, as CDI was in the
process of closing its books for fiscal year 1994-95, the
California Department of Finance was requested by the
Commissioner to perform a priority audit of CDI’s ac-
counting systems and fiscal controls.

The Department of Finance’s audit led to a major effort to
stabilize CDI’s fiscal condition and controls.  As it turned
out, many of the Department of Finance’s findings had
already been documented by at least two previous audits
performed by the State Controller’s Office in 1991 and
1993.  In 1995 CDI proceeded to correct the pre-existing
management control issues.

During this improvement effort, the State Auditor con-
ducted an audit and identified a number of serious fiscal
management problems within CDI.  The vast majority of
these audit findings were carryover issues from previous
audits, which had essentially been ignored by previous
administrations. All audit findings have since been ad-
dressed as a result of CDI’s implementation of comprehen-
sive fiscal controls and internal system checks.  The steps
implemented overcame the fiscal management problems
encountered in 1995.  Exhibit 24 provides examples of the
types of problems that existed in CDI, and what has been



…THIS IS NOW!  1995 – 1998

“Protecting California’s Consumers”36

Exhibit 24: Major Administrative Accomplishments, 1995 - 1998

THEN (1995) è NOW (1998)

Information Technology

§ No Departmental review or
prioritization of IT resources è

§ IT Policy Committee pro-
vides Executive level priori-
tization.

§ Manual work processes § Automated efficiency

§ No internet/intranet § CDI internet/intranet. Higher
customer service and satis-
faction.

Administration Systems

§ Inaccurate and misallocated
expenditures to programs. è

§ Revamped cost allocation
system.

§ No standard billing system § Implementation of ORACLE
Financials

Human Resources

§ CDI provided “free” loans to
employees. For example,
one employee received
$10,000 in salary advances
with $100 monthly payback.

è

§ Enforced strict adherence to
State Administrative Manual
(SAM) procedures.

§ Employees were routinely
overcompensated for work-
ing out-of-state as much at
$200 - $500 per month per
employee.

§ Enforced strict adherence to
Department of Personnel
(DPA) rules regarding out-
of-state compensation.

§ Department did not have
policy on discrimination in
compliance with EEO regu-
lations

§ Policy and procedures
addressing discrimination.

Source: California Department of Insurance, Administration Branch, 1999

Exhibit 25: Independent Review of CDI Operations

Focus of Review Review Completed

Consumer Communication Bu-
reau “Hotline” Implementation
Project

January 1996

Strategic Assessment of CDI’s
field Operations July 1996

Strategic Assessment of Legal
Branch October 1996

Field Operations Implementation
Project January 1997

Review of Fraud Branch November 1997

Review of the Market Conduct
Examination Process November 1997

CDI’s Strategic Plan October 1998

Administrative Law Bureau: Or-
ganizational Review. January 1999

Source: KPMG Consulting, March 1999

done to correct them. (For more examples, see Exhibits 27,
28, and 29 in the Appendix)

CDI has implemented sound fiscal controls to ensure ade-
quate personnel timekeeping, accounts receivable, financial
reporting, and cost allocation.  These essential activities
will help ensure the accountability and effective long-term
financial management of CDI’s activities.

CDI has also worked to address the shortcomings identified
by state oversight agencies regarding CDI’s human re-
sources functions.  Exhibit 29 in the Appendix summarizes
how CDI’s human resources-related problems were ad-
dressed.

CDI has also addressed the severe and chronic structural
deficiencies in its fiscal management by initiating plans to
strengthen the staffing, systems, and processes involved in
fiscal operations.  Exhibits 30 through 32 in the Appendix
summarize the corrective measures implemented in the
Business Services Management Bureau, the Accounting
Office, and the Budget Office.

CDI has also upgraded accounting and budgeting functions,
summarized in Exhibits 30 and 31.  In the accounting area,
CDI has ensured the hiring and retention of qualified staff,
the development of sound policies and procedures, the
redesign of processes to enhance efficiency and account-
ability, and the implementation of automated tools reflect-
ing the best practices currently available in financial man-
agement.  These steps are summarized in the Appendix,
Exhibit 30.

In addition to instituting major improvements within CDI’s
Administration Branch, CDI had independent assessments
conducted on a number of its Divisions to ensure that the
agency was protecting and serving consumers in the most
efficient and effective manner.  Exhibit 25 summarizes the
types of independent reviews of CDI’s efficiency and ef-
fectiveness.

Through the recommendations developed during the course
of these reviews, CDI was able to make numerous changes
to its organization and operation.  Of course, like any or-
ganization, CDI continues to improve its operational effi-
ciency and effectiveness.  During a performance audit of its
operations in early 1997 the Bureau of State Audits’ report
found several areas in need of improvement.81  Within one

                                               
81 California Bureau of State Audits, “Department of Insurance:  Manage-
ment of its Financial Affairs and Programs Needing Improvement,” 1997.
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year, most of the State Auditor’s recommendations had
been completed, demonstrating management’s desire for
quick responsiveness and immediate corrections to legiti-
mate problems.82

National Leadership in Insurance
Regulatory Improvements

CDI provides leadership on many national insurance regu-
lation issues and participates in numerous committees and
task forces of the NAIC, including:83

• Special Committee on Regulatory Re-
Engineering (EX) – Provides information
about state regulatory re-engineering initia-
tives and encourages states to replace out-
dated regulatory processes.  Implements an
awards program to recognize states for in-
volvement in regulatory re-engineering ini-
tiatives.  Evaluates the Internet and other
means of electronic commerce to increase
efficiency.  Harmonizes state laws, regula-
tions, and procedural requirements govern-
ing the insurance industry.  Maintains and
improves appropriate consumer protections.

• Financial Condition Subcommittee (EX4)
– Provides a central forum and acts as coor-
dinator of solvency-related considerations of
the NAIC relating to accounting practices
and procedures, blanks, valuation of securi-
ties, the Insurance Regulatory Information
System (IRIS), financial analysis and sol-
vency, zone examinations, and examiner
training.

• Blanks Task Force (EX4) – Considers im-
provements and revisions to the various
blanks and conforms these blanks to changes
made in other areas of the NAIC to promote
uniformity in reporting of financial infor-
mation by insurers; explores the feasibility
of electronic filing vs. hard copy filing of
various parts of the annual statements to re-
duce unnecessary printing and filing costs
incurred by insurance companies.  Continues
to monitor the quality of financial data filed
by insurance companies.  Develops propos-
als for implementing standard formats and
filing requirements for all business types,
reducing the reporting burden on insurance
companies.

                                               
82 California Department of Insurance, Audit Program Division, 1999.
83 National Association of Insurance Commissioners, 1999 Committee List:
Committee, Subcommittee, and Task Force Assignments, January 27, 1999.

• Examination Oversight Task Force (EX4)
– Monitors the financial examination proc-
ess and identifies, investigates, and develops
solutions to problems related to financial ex-
aminations.  Monitors usage of automated
examination tools, technology changes, and
emerging issues.

• Financial Database Re-Engineering Task
Force (EX7) – The FDR Task Force of
NAIC’s Information Services Subcommittee
provides oversight for the Financial Data-
base Re-engineering Project, ensuring that
resources of the NAIC are appropriately de-
ployed in such a manner as to re-engineer
financial database systems and business pro-
cesses to:

1. Meet or exceed business require-
ments not currently being met.

2. Improve the flexibility, efficiency,
and cost-effectiveness of current
systems.

3. Reduce the cost of regulatory
compliance in the area of financial
reporting.

4. Explore alternative methods of
filing financial statements through
the Internet.

• NAIC/AAA/ASB/ABCD Joint Committee
– Provides a conduit between the regulatory
actuaries of the NAIC, the American Acad-
emy of Actuaries, the Actuarial Standards
Board, and the Actuarial Board for Coun-
seling and Discipline.

v v v
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CONSUMER PROTECTION

ne of the fundamental goals of state insurance
regulators is to closely monitor the financial integ-
rity of the insurance industry and protect consumers

and others against insurer insolvency.  Despite regulators’
best efforts, however, financially troubled insurance com-
panies can become bankrupt.

In the past, CDI’s ability to protect the interests of consum-
ers against insurer insolvency was severely handicapped.
Mismanagement and ineffective operations in CDI’s Con-
servation and Liquidation Office plagued CDI for many
years.  One of the most notable achievements for CDI has
been to restore its ability to undertake sound regulatory
actions with respect to troubled companies by addressing
and correcting these problems.

CDI’s efforts have directly resulted in providing greater
returns to policyholders from liquidated assets of insolvent
insurers and preserving jobs at troubled insurance compa-
nies.  CDI’s experiences in California have also enabled the
Department to provide national leadership in the area of
conservation and liquidation.

Restoring the Conservation and
Liquidation Office

By the end of 1994, CDI’s Conservation and Liquidation
Office (CLO) had been the subject of three management
audits, numerous legislative hearings and extensive investi-
gative reports by the media across California. CLO had
developed a reputation for failing to safeguard the assets of
those who were insured by bankrupt insurance companies
under state supervision.  The Sacramento Bee ran a three-
part series on the serious mismanagement of assets by the
CLO, including “private auctions” of conserved company
assets to state employees at discount prices.84

From 1995 through 1998, CDI has worked to transform the
CLO into a model of how to manage the affairs of conser-
vations and receiverships in California for the benefit of its
claimants.  Today, the CLO is maximizing its available
resources to protect consumers who were shortchanged by
their bankrupt insurance companies and has become one of
the premier receivership operations in the country.

From 1995 to 1997, the CLO closed 34 insolvent estates in
just two years compared to 29 cases closed during the

                                               
84 Sacramento Bee, February 20-22, 1994.

previous four years.  Between 1995 and 1998, CLO as-
sisted policyholders in recovering nearly $730 million from
insurance companies, returning $395.7 million in 1998
alone.85  Exhibit 26 summarizes the amount of distributions
returned to consumers.

Exhibit 26: Conservation and Liquidation Office Distributions

CLO Distributions
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Source: California Department of Insurance, Conservation and Liquidation Office,
1999.

Early Warning System

The Early Warning System is an instrumental tool in CDI’s
policyholder protection effort.  CDI’s internal resources
have been strengthened for analyzing the fiscal health of
insurers, providing valuable lead-time for CDI to intervene
and protect the interests of consumers before viability con-
cerns become critical.

CDI has also enhanced its financial surveillance through
increased staffing of the Troubled Companies Unit and
providing staff training to develop more comprehensive
automated analytical tools to diagnose the financial condi-
tion of insurers.

                                               
85 California Department of Insurance, Conservation and Liquidation Office,
1999.

O



…THIS IS NOW!  1995 – 1998

“Protecting California’s Consumers” 39

These strengthened monitoring efforts are working; the
number of insolvencies has decreased from 112 in 1995 to
69 today.

A Case Study

Through more effective operations within the CLO, CDI
has protected the interests of policyholders.  For instance,
on January 31, 1997 CDI seized one of the state’s largest
writers of workers’ compensation insurance, to protect its
policyholders from unsafe management practices.86   The
insurance company had attempted to conceal the true finan-
cial condition of the company from CDI’s financial exam-
iners.  In September 1996, a CDI investigation discovered
that the company was under-reserved by $138.5 million
and was in imminent danger of collapsing.  The company’s
demise would have left thousands of consumers unpro-
tected.

Within four months, CLO seized the company, stabilized it,
sold it and put it back into the private sector under new
management.87  Not only did policyholders benefit from
this action, but it also saved over 1,200 jobs in San Diego.
The company has now been rehabilitated and is again oper-
ating as a viable going concern.

National Leadership on Insurer Insolvency
Issues

The experiences in California have made CDI a national
leader in solvency screening.  California, along with a
handful of other states – New York, Ohio, Pennsylvania,
and Texas – have developed sophisticated approaches to
protect consumers against insurer insolvency.88  CDI also
actively participates on committees and task forces of the
NAIC to enhance insurance regulators’ ability to promote
and protect the solvency of insurance companies:89

• Accounting Practices and Procedures
Task Force – Identifies, investigates, and
develops solutions to accounting problems
with the goal of guiding insurers in properly
accounting for various aspects of their op-
erations. Modifies the Accounting Practices
and Procedures manuals to reflect changes
necessitated by task force action and studies
innovative insurer accounting practices that
affect the ability of regulators to determine
the true financial condition of insurers. This

                                               
86 California Department of Insurance, Press Release #050, June 2, 1997.
87 Insurance Commissioner of the State of California vs. Golden Eagle
Insurance Company, Case No. 984502, Superior Court of the State of Cali-
fornia for the County of San Francisco, February 4, 1998.
 88 Klein, Robert W., “Structural Change and Regulatory Response in the
Insurance Industry,” June 19, 1995.
89 National Association of Insurance Commissioners, 1999 Committee List:
Committee, Subcommittee, and Task Force Assignments, January 27, 1999.

task force has overseen a complete
re-codification of statutory accounting prin-
ciples (SAP) and the establishment of a
comprehensive process to maintain SAP.

• Risk Based Capital Task Force – Evalu-
ates and recommends appropriate refine-
ments to capital requirements for all types of
insurers.

• Special Insurance Issues Committee –
Addresses special issues relating to miscel-
laneous lines of insurance such as title,
surety, fidelity, mortgage, and reinsurance.

• Valuation of Securities Task Force – A fo-
rum for proposed changes or interpretations
of the Purposes and Procedures of the Secu-
rities Valuation Office.  This document gov-
erns how the SVO staff values securities and
constitutes the task force’s permanent in-
structions to the staff on valuation matters.
Reviews new investment vehicles being
purchased by insurers and provides appro-
priate annual statement disclosure, credit
evaluation techniques, and valuation meth-
ods.

• Special Committee on Financial Services
Modernization – Addresses issues related
to regulating the insurance activities of
banks and other entities that offer a mixture
of financial/insurance products in the US.

• Casualty Actuarial Task Force – Identi-
fies, investigates and develops solutions to
actuarial problems in the property and casu-
alty insurance industry to maintain the fi-
nancial health of property and casualty in-
surers.

• Life and Health Actuarial Task Force –
Identifies, investigates, and develops solu-
tions to actuarial problems in the life and
health insurance industry to maintain the fi-
nancial solvency of life and health insurers.

Innovative De-mutualization Efforts

Nationally, about 100 of the nation’s 1,200 life insurance
companies are organized and operate as what is referred to
as mutuals, but this handful of companies issue approxi-
mately one-third of the 195 million individual life insur-
ance policies in force and the same proportion of the in-
dustry’s $346 billion in assets.90  Legislation to allow de-
mutualization has been enacted in California, as well as 15
other states and Washington, DC.  During the period of
1995 to 1998, CDI oversaw the de-mutualization of an

                                               
90 New York State Assembly, Standing Committee on Insurance, Alexander
B. Grannis, Chair, March 1998.



…THIS IS NOW!  1995 – 1998

“Protecting California’s Consumers”40

insurance company which was then the largest mutual life
insurer in California.

“De-mutualization” refers to a mutual life insurer (i.e. an
insurer that is mutually owned by its policyholders) that is
converting to a stock company.  To convert, each individ-
ual policyholder’s interest must be accurately calculated
and a distribution of that value must be effected.  This dis-
tribution could take the form of stock transfers, cash, or
credits to policyholders.  De-mutualization gives life insur-
ers greater organizational flexibility and ready access to
capital in an era of consolidation and increasing competi-
tion from banks, mutual funds, and other sectors of the
financial services industry.  Consumers can potentially reap
tremendous benefits from de-mutualization by receiving
equity in the newly reorganized insurer and by the superior
financial footing of the insurer.

v v v
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INTERNATIONAL EFFORTS FOR HOLOCAUST SURVIVORS

DI was instrumental in launching an international
initiative to compensate Holocaust survivors on
unpaid insurance claims.  Helping to create and

working within the International Commission on Holocaust
Era Insurance Claims (ICHEIC), CDI is leading efforts to
obtain settlements from European insurance companies that
have denied life insurance claims to an estimated 20,000 or
more Holocaust survivors and their heirs living in Califor-
nia.

Holocaust Background

In the 1930’s and 40’s insurance was sold extensively
throughout Europe, primarily to the middle and working
class.  Many people invested their money in life insurance
policies and in annuities because retirement planning ac-
counts, such as pensions, were not widely available.

As the religious and political oppression preceding World
War II spread, and later, as the war and Holocaust envel-
oped Europe, more and more people purchased insurance
products in an effort to secure their assets for when and if
they survived.  In fact, insurers offered, for extra premium,
policies that would pay in “New York Dollars” because of
the stability offered by U.S. currency and the rampant in-
stability of the various European currencies at the time.

50 Years Later

Today, over 50 years after the Holocaust, a large number of
survivors and heirs in California, and internationally, are
making public the disgrace of insurers for not paying on
legitimate claims of Holocaust victims.  An estimated
50,000 to 100,000 Holocaust survivors currently live in the
United States.  Second only to New York, California is the
resident state of the largest number of survivors, at ap-
proximately 20,000.  A rough estimate of heirs and benefi-
ciaries could easily bring the total of descendents to three to
four times these numbers.

Although survivors and heirs are stepping forward with
insurance policies, policy numbers, cancelled checks, and
other proof of insurance coverage to recover their benefits,
in most cases such proof has not been sufficient for the
insurance carriers to pay what is rightfully owed to them.91

                                               
91 California Department of Insurance, Budget Change Proposal, 1999, p 3.

Insurers claim they are no longer responsible for paying
these claims for a variety of reasons: no death certificate
was provided by the claimant; policyholders stopped mak-
ing premium payments during the war; proceeds of policies
sold to Jewish insureds were already paid to the Nazis;
reparations to Holocaust survivors were made by the gov-
ernment restitution treaties, which covered insurance pro-
ceeds; companies located in eastern-bloc countries were
taken over by communist regimes and their assets were
confiscated so that no funds exist to pay claims; records no
longer exist to verify the individual’s status as a policy-
holder beneficiary.  It is true that in some instances, re-
search must be performed to verify the legal position of the
company.  The basic point, however, is that an insurance
policy is an exchange of promises; the insured policyholder
promises to pay a premium in exchange for the promise by
the insurer to pay benefits once the insurance policy condi-
tions are met.

CDI has taken the position that in most cases the insurers’
defense for not paying these claims is unacceptable, and
transgresses even the simplest notion of ethical treatment of
Holocaust survivors.  The difficulties encountered by an
insurance company do not negate the promises sold through
insurance policies.  Moreover, many of the companies were
located outside Germany and had their property returned by
eastern bloc countries.  Hitler and the Third Reich did not
issue death certificates as they massacred millions of peo-
ple. Nazis seized family assets, including their insurance
policies along with the rest of their possessions.  Most sur-
vivors were fortunate to leave Europe alive and to expect
them to have kept policies, receipts, documentation, or
other personal belongings while fleeing is simply unrealis-
tic.  Likewise, premium payments could not be made while
policyholders were held in concentration camps.

The Significance of this Effort

This effort reflects CDI’s unwavering commitment to pro-
tect the interests of residents of the State of California and
ensure that the insurance companies operating in California
are fulfilling their promises and contractual obligations.

Also of consideration is the world community, especially
the Jewish community, who suffered the greatest loss from
the appalling acts of genocide during World War II.  Long
overdue, these efforts to reimburse Holocaust claimants
may help to restore goodwill and trust between survivors
and the State of California.

C
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California’s Responsibility to Restore
Benefits for Holocaust Survivors

CDI is charged with protecting the rights of the residents of
California.  The vision, mission, goals, and function of the
CDI all promote fairness, which is the fundamental core
value of CDI.  This effort exemplifies the reason that CDI
exists.  More importantly, the California Department of
Insurance upholds a moral obligation to rectify a grievous
historical wrong where it has the power to do so.

California law clearly states that the Insurance Commis-
sioner must protect the rights of California’s residents as
expeditiously as possible.  By taking aggressive action,
CDI can ensure that insurance companies are held account-
able to pay legitimate benefits to all surviving victims and
heirs of the Holocaust who currently reside in California.

If these policies were paid today at present value, with
currency adjustments and interest, the total due could reach
into the hundreds of millions or even billions of dollars.
Many of the claimants have insurance policies and policy
numbers.  Most claimants were children during the war,
and many are certain that their parents and relatives had
insurance because they recall the agent coming to their
home for payment. The majority of claimants have no ac-
tual knowledge of whether or not their family members
were insured, but believe they did because of their social
and economic status at the time or because of their parents’
business holdings.

What Has Been Done So Far

In November 1997 and January 1998, CDI held three pub-
lic investigatory hearings in Los Angeles and San Francisco
to collect information and evidence regarding unpaid insur-
ance claims owed to survivors of the Holocaust.  At those
hearings, the Commissioner heard disturbing testimony
from survivors who were adults during the war, survivors
who were children during the war, claimants born in the
U.S. whose parents and grandparents perished in concen-
tration camps and historians and insurance researchers.
The purpose of the hearings was to collect testimony and
information, publicize the issue for claimants who might
need help collecting information to prove their claim and to
hear testimony from some of the insurers involved.  The
hearings also served to heighten awareness of the general
public on the issue.

The International Commission on Holocaust
Era Insurance Claims

CDI was the stimulus in establishing the International
Commission on Holocaust Era Insurance Claims (ICHEIC).
The ICHEIC’s mission is to:

(a) Secure records and archives

(b) Establish funding for the payment of claims

(c) Set parameters and standards of proof for
claims

(d) Identify survivors and/or their heirs

(e) Facilitate the payment of legitimate life and
property claims on unpaid WWII era insur-
ance policies.

Through the ICHEIC, several of the largest insurers that
have unpaid policies from WWII have pledged to pay
claims as directed by the ICHEIC.  In April 1998, these
insurers signed a Memorandum of Intent that marked the
beginning of the first real possibility of bringing closure to
the insurance-related issues of this shameful period in his-
tory.  In addition, these insurers have pledged to dedicate
funds that will compensate survivors whose policies were
paid to the Nazis, those whose policies were confiscated by
communist governments after the war, or who have no
actual proof of having a policy but believe that such poli-
cies were in effect.  At the November 1998 meeting of the
ICHEIC in London, England, the insurers pledged $90
million as an initial payment to humanitarian funds and an
additional $5 million for an administrative expense to fund
the activities of the ICHEIC.92

CDI’s Leadership Role

CDI is committed to carrying out the program in an effec-
tive and timely manner.  The ICHEIC has agreed to com-
plete its work within two years so that the aging survivors
may be compensated during their lifetime and closure can
be brought to the restitution issue for all concerned.  This is
a relatively short time frame to manage such a legally, fi-
nancially and emotionally complicated issue.  CDI is com-
mitted to requiring insurance companies to uphold their
respective obligations and bring a quick and effective
resolution to this process.  This multi-faceted program in-
cludes the following components:

• Notices to Insurance Companies – Insurance
companies that conduct business in California to
receive letters formally requesting that they in-
form CDI whether, they, or any of their present
of former affiliated companies, issued policies in
Europe prior to World War II, and whether they
will participate in the International Commission
for Holocaust-Era Insurance Claims.

• California Holocaust Insurance Settlement Alli-
ance – A 28-member alliance will mount a mas-
sive outreach effort to help identify Holocaust
survivors and heirs who might be entitled to in-
surance restitution.

                                               
92 California Department of Insurance Budget Change Proposal, 1999, p. 8.
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• Print Ad – A comprehensive advertising pro-
gram, designed to increase awareness among
Holocaust survivors and heirs, will include ad-
vertisements in nearly 30 general-circulation
newspapers and Jewish publications throughout
the state.

• Mailings to Survivors/Heirs – Holocaust survi-
vors and heirs statewide are to receive letters and
restitution application forms.

• 888 Toll Free Number – CDI will offer a toll free
number—888 CDI-INFO (888/234-4636) dedi-
cated solely to potential Holocaust insurance
claimants.

• Web Site – An update of the CDI Website
(www.insurance.ca.gov) will include a claim
form for survivors and heirs, history on Holo-
caust restitution efforts, and information on com-
panies that have failed to pay Holocaust insur-
ance claims.

Settlements for Holocaust Victims

CDI has led efforts to obtain settlements from insurance
companies who benefited from Holocaust victims.  Various
Holocaust lawsuits are taking place across the nation in
both state and federal courts to recover funds for Holocaust
survivors and heirs.

Several of these Holocaust lawsuits are currently taking
place in the State of California.  The following lawsuits
were filed in California on behalf of Californian residents,
claiming wrongful denial of Holocaust victims’ claims:

• Babos v. Assicurazioni Generali SpA et al.

• Friedman v. Assicurazioni Generali SpA et al.

• Sladek v. Assicurazioni Generali SpA et al.

• Stern v. Los Angeles Superior Court

• Stahl v. Victoria Holding, Assicurazioni Generali
SpA et al.

In addition, a class action suit, Cornell v. Assicurazioni
Generali, et al., was filed in Federal District Court in New
York on behalf of Holocaust victims and their heirs and
beneficiaries.  The lawsuits name approximately 15 insurer
defendants who are affiliates of international insurance
conglomerates, many of which directly or through affiliates
do substantial business in California.  CDI will continue to
monitor the litigation closely and assist the plaintiffs’ coun-
sel, as appropriate, to protect the interests of California
residents.

CDI intends to also defend the constitutionality of the re-
cently enacted California legislation, calling for the

extension of the Statutes of Limitations and other provi-
sions enacted to protect the rights of these claimants.

Holocaust Restitution Efforts

CDI vigorously supported SB 1530 (Chapter 963/Sept.
1999)– legislation that provides $4 million to fund outreach
efforts in identifying and collecting data on Holocaust vic-
tims and their heirs. These funds are being used to develop
and implement a coordinated approach to gather, review
and analyze the archives of select insurance groups and
other archives and records using onsite teams and an over-
sight committee with expertise in accounting, law, insur-
ance archaeology, economics, and public information.93

These experts in their respective disciplines will provide
research and investigation into insurance policies, unpaid
insurance claims, and related matters of Holocaust victims
and their beneficiaries or heirs.  In addition, they will ana-
lyze losses arising from the activities of the Nazi-controlled
German government or its allies for insurance policies by
insurers who have affiliates or subsidiaries authorized to do
business in California.

v v v

                                               
93 California Department of Insurance, Press Office, “Unpaid Insurance
Claims of Holocaust Victims—Timeline”, undated.
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HELPING URBAN COMMUNITIES

DI has been a proven leader in identifying problems
in the insurance market and developing innovative
ways to solve those problems for California’s con-

sumers.  For example, in the last four years, CDI imple-
mented new methods to address the problem of availability
and affordability of insurance in urban areas and encourage
the active participation of the insurance industry in an in-
novative statewide program to promote fire safety.

Efforts to Spur Insurance Involvement
in Urban Areas

CDI is committed to providing greater access to insurance
coverage for those communities that historically have been
under-served and under-insured.  The main criteria for
identifying an under-served community include a high-
uninsured motorist rate, high minority percentage, and low
per-capita income.  Promoting more involvement in com-
munities long neglected by the insurance industry has be-
come a staple of CDI’s management direction.  In this ef-
fort, CDI is calling on industry and community groups to
participate in an outreach program targeted at California’s
under-served communities.  Many people in these commu-
nities do not have adequate access to information about
insurance.  They’ve never been told why it’s important,
what its real costs are, and what their options are with re-
spect to coverage and company selection.

The Commissioner’s Report on Under-
served Communities

CDI initiated several studies on under-served communities
to accurately measure the special needs and dynamics of
that segment of society.  The results of these studies are
contained in the Commissioner’s Reports on Under-served
Communities.  This has led to efforts to address the fol-
lowing important issues:

• In 1995, 151 zip codes were under-served.

• Approximately 6% of all private passenger
auto insurance in California was sold in un-
der-served communities.

• Only 4-5% of insurance agents or service of-
fices are located in under-served communi-
ties – considerably lower than the approxi-
mately 16% of people who live in under-
served communities.

• Only about 6% of total solicitations by mail
were made to under-served communities.94

These reports represent an important step in assessing the
insurance industry’s participation in all California commu-
nities.  In fact, a number of insurers have already initiated
programs to increase their participation in under-served
communities.  Future reports will be a useful tool in evalu-
ating the success of these programs.

CDI believes that it must take a proactive role in making
information about insurance more available to those indi-
viduals living in under-served communities.  In order to
ensure these efforts receive consistent attention, CDI cre-
ated the External Affairs and Policy Branch—the main
purpose of which is to serve as an advocate and agent for
individuals and communicates historically disconnected
from the insurance industry.  CDI’s studies indicate that
many residents of high-uninsured communities have little
information about insurance.  The average uninsured tends
to be much more disconnected from the insurance system
and typically does not engage in efforts to obtain insurance.
CDI, the insurance industry, and other community-based
organizations must take advantage of opportunities to fill
the information void.

California Organized Investment
Network

In February 1996, CDI established the California Organ-
ized Investment Network (COIN) to facilitate insurance
industry investments in California communities in need of
economic development or low-income housing.  Since its
inception, the COIN program has worked to increase the
level of insurance industry capital committed to sound in-
vestments for economic development and affordable hous-
ing benefiting California’s low to moderate income urban
and rural communities.

COIN was initially conceived as a three-year voluntary
pilot program in place of a proposed legislative mandate
requiring the insurance industry to either report annually
about community development investments or to invest a
percentage of premium revenues into investments benefit-
ing low-and moderate-income communities.

                                               
94 California Department of Insurance, Statistical Analysis Bureau, 1996
Commissioner’s Report on Under-served Communities.
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COIN’s primary purpose is to help insurers identify in-
vestment opportunities in under-served communities.
These investments may include municipal bonds, commer-
cial property acquisitions, low-income housing tax credit
funds and direct investments in financial intermediaries.
COIN has also devised numerous tools, such as the Invest-
ment Policy, Investment Bulletin, Impact Capital, and the
Product Committee that help the insurance industry “dis-
cover” opportunities previously overlooked.

Since its beginning, COIN’s remarkable success exceeded
expectation – the insurance industry has voluntarily
invested over $260 million in a variety of projects, in-
cluding more than $144 million in 1998 alone.95  COIN
has been such a success that many other states, such as
Missouri, New York, Louisiana, and Massachusetts, are
using it as a model for their efforts to boost insurance in-
vestment in under-served communities.

Embedded in COIN’s success is its ability to help commu-
nity organizations understand what types of investments are
made by insurers and help insurers understand that simply
looking at traditional “Wall Street” investment vehicles can
often ignore a whole world of safe, yet rewarding invest-
ments in California’s communities.  COIN has also been
successful in stimulating dialogue within the insurance
industry regarding innovative ways to invest in under-
served communities.

“Commissioner Quackenbush’s leadership in this
important area is admirable.  When the final two
reports are finalized, we will have a three-year
profile to reference that will enable us to pre-
cisely assess how well companies have worked to
increase access to insurance products to people
in under-served communities over that three-year
time span.”

—Andrew Ysiano, President
California Hispanic Chamber

of Commerce

Despite these early successes, CDI intends to vigorously
pursue those companies that have not responded to the
initial efforts. CDI must continue to focus its attention on
working with companies to effectively provide access to
insurance products to people in under-served communities.

v v v

                                               
95 California Department of Insurance, News Release, “Insurance Commis-
sioner Releases First-Ever Report on Under-served Communities”.
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APPENDIX

Exhibit 27: Information Technology Achievements, 1995 - 1998

MAJOR INFORMATION TECHNOLOGY ACHIEVEMENTS, 1995 - 1998
Then (1995) è Now (1998)

§ No departmental review or prioritization of
IT resources.

§ Not aligned with CDI priorities.
è

§ IT Policy Committee prioritizes IT projects CDI-
wide at Executive management level.

§ No method to document, analyze, estimate
requests for IT services. è § IT Service Request Process: aligns IT resources

with CDI priorities.

§ Network was not stable, frequently not
available.

§ Loss of work production.
è

§ Predictable and stable LAN.

§ No consistency in configuration and no
standard equipment.

è

§ Standard configuration of LAN and WAN, all staff
working off standard application software.

§ Fewer resources are required to maintain, lower
training and maintenance costs, better exchange of
documents among staff.

§ No internet/intranet.
§ High postage and mailing costs. è

§ CDI internet/intranet.  Higher level of customer
service and satisfaction.

§ Public has assess to more consumer data.

§ No standard case tracking documentation.
§ No standard timekeeping or management

reporting.

è

§ Fraud investigator Case Management System.
Implemented fraud investigator case management
application with auto link to TARS.

§ Implemented case tracking and timekeeping auto-
mation for Financial Analysis Division and launched
CDI-wide case tracking project.

§ Converted Policy Tracking from Forms 3.0 to 4.5,
with additional reports.

§ No electronic filing capability or nationwide
producer database.

è

§ Currently undertaking initiatives to reduce costs,
align CDI with industry standard and shorten ap-
proval process

§ Piloted System for Electronic Rate and Form
Filing (SERFF) standard.

§ Made processing improvements licensing system
and working toward moving licensing application to
IDB.

§ PDB/PIN: Industry standard electronic transaction
processing

§ High telecommunications costs.

è

§ Reduced telecommunications costs by 60%. Con-
solidated telecommunications administrative serv-
ices.

§ Call tracking implemented at all sites.
§ Reduced videoconference costs.
§ Prop. 103: call center menu structure revised.

§ Manual work processes.
è

§ Automated budgeting and accounting processes.
§ Automated Legal Division processes.

Source: California Department of Insurance, Administration Division, 1999
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Exhibit 28: Administrative Systems Achievements, 1995 - 1998

Major Accomplishments, Administrative Systems, 1995-1998
Then (1995) è Now (1998)

§ No cost accounting mechanisms to accurately
capture the time and expense devoted to re-
imbursable activities. As a result, such activi-
ties would have to be funded from limited fee
and license revenues. Also, unable to validate
reimbursement rates set by the CDI.

è

§ Implemented a Time activity Reporting System to
capture data related to reimbursable activities
and to facilitate a formal rate validation process.

§ No standard billing system to track proper
billing of CDI’s services and to accurately rec-
ord receipts.

è
§ Implementation of Oracle Financials – Accounts

Receivable System and ACCESS reporting.

§ Duplication of time entry by program em-
ployee resulted in inaccurate program cost re-
porting.

è
§ Incorporated CSD and FAD Case Tracking Sys-

tem in TARS.

§ Highly technical CALSTARS financial reports
were difficult for managers to comprehend
and use effectively.

è
§ Electronically downloaded CALSTARS data us-

ing Monarch and reformatted to ACCESS to pro-
vide more understandable financial reports.

§ Inaccurate cost allocation system and misallo-
cated expenditures to programs. è

§ Revamped cost allocation system to reflect allo-
cation based on actual costs and include regular
reviews and updates.

Source:  California Department of Insurance, Administration Branch, 1999
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Exhibit 29: Human Resources Management Achievements, 1995 - 1998

Major Accomplishments, Human Resources, 1995-1998
Then (1995) è Now (1998)

§ CDI provided “free” loans to employees. For exam-
ple, one employee received $10,000 in salary ad-
vances with $100 monthly payback.

è
§ Enforce strict adherence to State Administrative Man-

ual (S.A.M.) procedures regarding salary advances.

§ Employees routinely received and cashed pay-
checks early. è § Enforce strict adherence to S.A.M. regarding release

of paychecks.

§ Lack of security in Human Resources Management
Bureau (HRMB). è § Relocated HRMB to secure location in accordance

with State Controller’s Office (SCO) requirements.

§ Employees were being overcompensated for work-
ing out-of-state by as much as $200 to $500 per
month per employee.

è
§ Enforce strict adherence to Department of Personnel

Administration (DPA) rules regarding out-of-state com-
pensation.

§ Attendance rules were not uniformly or appropri-
ately applied.

§ Attendance and leave balances were not kept up to
date, thus creating overpayments.

§ Employee attendance summaries (Form 634) were
not completed for employees.

§ “Late docks” were not reported in a timely manner.

è

§ Established attendance recording and reporting proce-
dures.

§ Provide training to attendance monitors.
§ Established procedures to ensure Form 634 were

returned to HRMB on a timely basis.

§ CDI had staff positions misclassified, inaccurately
compensating some staff for work performed. è § Corrected the misclassifications.

§ Disciplinary actions were not taken.
è

§ Training for managers and supervisors.
§ Aggressive follow-up to ensure appropriate disciplinary

actions is taken.

§ Appointment and certification were not implemented
properly.

è

§ Utilize State Personnel Board’s (SPB) on-line certifica-
tion.

§ Developed policies and procedures to ensure exams
and certifications are conducted in accordance with
SPB rules.

§ Backlogged merit awards.  For example, two em-
ployees submitted merit suggestions in February
1980.  The suggestions were implemented but the
employees did not receive their merit awards until
February 1996.

è

§ Eliminated backlog.

§ Employees were separating from CDI without
proper clearance. Some owed CDI money or
equipment.

è
§ Established separation process.

§ CDI was not in compliance with DPA rules requiring
each department to establish Substance Testing
Program for sensitive position.

è
§ Established Substance Testing Program.

§ Managers and supervisors were not familiar with
State’s civil service hiring process resulting in illegal
or inappropriate appointments.

è
§ Instituted civil service hiring policies and procedures.
§ Train managers and supervisors.
§ Developed handbook on Civil Service Process.

§ Employee performance appraisals were not done
timely or properly. è

§ Provide training to managers and supervisors.
§ Established tracking and monitoring system to remind

managers and supervisors to complete appraisals.

§ CDI was not in accordance with DPA rules on sick
leave administration.

è
§ Enforce strict adherence to DPA rules.
§ Issued HRMB Bulletin reminding managers and super-

visors of their responsibility to properly administer sick
leave usage.

§ Job injuries were not reported in a timely manner
and managers and supervisors were not familiar
with the reporting process. è

§ Established written procedures and “information kit” to
assist managers and supervisors.

§ Provide training to managers and supervisors.
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Exhibit 29: Human Resources Management Achievements, 1995 – 1998 (continued)

Major Accomplishments, Human Resources, 1995-1998
Then (1995) è Now (1998)

§ CDI did not have established policies on discrimi-
nation and sexual harassment in compliance with
EEO regulations.

è

§ Developed “Zero Tolerance” Statement and Policy
Manual specifically addressing discrimination and sex-
ual harassment.

§ Posted policies and procedures on CDI intranet.
§ Policies and procedures were emailed to every CDI

employee.
§ Policies and procedures are provided in the orientation

packet for new employees.

§ CDI had no communication between EEO, labor
relations, and adverse action functions of the
HRMB. Cases often overlapped in terms of disabil-
ity, workers’ compensation, and general medical.

§ Adverse actions were not always adequately ana-
lyzed.

è

§ Established Return to Work Council as required for
each state agency.

§ Council members – Classification and Compensation
Manager, labor relations manager, and the EEO man-
ager meet on monthly basis to review cases and apply
regulations from their respective areas to bring resolu-
tion.

§ A Return to Work Procedures Guide was developed.

Source: California Department of Insurance, Administration Branch, 1999
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Exhibit 30: Accounting Office Achievements, 1995 - 1998

Major Accomplishments, Accounting Office, 1995-1998
Then (1995) è Now (1998)

§ Incumbent accounting staff did not have the neces-
sary background, education, CALSTARS experi-
ence, or other work experience to perform proper
accounting functions.

§ Inefficient and deficient accounting operation.

è

§ Hired qualified and professional staff with necessary
background.

§ Provide training.
§ Centralized accounting operation.

§ Insufficient staffing to meet workload demands.
§ Reliance on regular use of student assistants. è

§ CDI received legislative approval to add nine posi-
tions to Accounting Office in FY 1999/2000.

§ Inadequate or ineffective communications within the
accounting operations.

§ Fragmented and incoherent operations.
è

§ Accounting management and supervisors have im-
plemented regular communications between staff
and accounting units.

§ Monthly reconciliation of the State Controller’s rec-
ords and CDI’s CALSTARS reports were not done in
a timely fashion.

§ Inaccurate accounting reports / balances.

è
§ Monthly reconciliations are completed in a timely

manner and are completed with accuracy and in
compliance with the SAM requirements.

§ Revolving Fund was out of balance by $1.2 million
(account totaling $3 million) due to unresolved items
dating back 15 years.

§ Revolving Fund inaccuracies placed limitations on
amount available to CDI.

è

§ A three-year project resulted in the identification and
resolution of all unresolved items in the Revolving
Fund.

§ All unresolved items are not reconciled on a monthly
basis.

§ Over 200 unidentified receipts totaling $250,000
were residing in the uncleared collections account
were not processed and cleared. è

§ All unresolved items in the uncleared collections
account have been researched, validated, and
cleared.

§ Unresolved items are now reconciled on a monthly
basis.

§ No standardized billing system to track proper billing
of CDI’s services.

§ Lack of system to follow-up and accurately record
receipts.

è
§ Implemented Oracle Financials Accounts Receivable

System to consolidate departmental billings and pro-
vide for automated generation of follow-up letters.

§ Uncollectable account receivables totaling $5.3
million and dating back to the early 1980’s were not
written off and cleared from CDI’s records. è

§ All uncollectable receivables have been written off
and cleared from CDI’s books.

§ Account receivables are regularly monitored and
cleared.

§ Six-week backlog in cashiering operations.
§ Checks for issuance of licenses were not deposited

in a timely manner.
§ Cashiering functions were performed inefficiently

with unreliable and antiquated cashiering system
dating back to the 1960’s.

§ Lack of automated processing resulted in manual
and redundant workloads.

è

§ Additional resources were added, reducing the
backlog to less than two days.

§ Cashiering system was redesigned, including the
acquisition of a remittance processor, allowing ex-
panded capabilities.

§ Workload automated eliminating redundant activities.

§ CDI’s invoices for products and services were not
being paid timely or accurately. è § Additional staff and proper training have resulted in

more timely and accurate payment of CDI invoices.

§ Lack of internal control of travel advances.
§ Employees permitted to accumulate travel advances

without regular reimbursement.
è

§ Internal procedures have been implemented to en-
sure proper issuance of travel advances and the col-
lection of reimbursements from employees.

Source: California Department of Insurance, Administration Branch, 1999
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Exhibit 31: Budget Office Achievements, 1995 - 1998

Major Accomplishments, Budget Office, 1995-1998
Then (1995) è Now (1998)

§ Program managers were not responsible for man-
aging their respective budgets. è

§ CDI has adopted a policy of holding program manag-
ers accountable for managing their budgets.

§ Managers did not receive information on their an-
nual budget allotments or expenditures impacting
their budgets.

è
§ Budget allotments are issued shortly after the state

budget is enacted.  Allotment briefings are provided to
each Deputy Commissioner.

§ Budget reports did not match departmental appro-
priations. è

§ Implemented monthly reconciliation of budget allot-
ments to departmental appropriations.

§ Expenditure reports were not accurate due to im-
proper coding of expenditures. è

§ A new expenditure-coding manual was developed.

§ Expenditure Training is provided.

§ Program staff did not know how to prepare budget
change proposals (BCP) to justify their budget re-
quests. è

§ Budget instructions are issued each year to program
staff during budget development process.

§ Annual on-site training is provided.

§ Money received by CDI was not separately identi-
fied by source and use. è

§ Revenue is tracked by source.

§ Cost distribution report was developed to monitor ex-
penditures to corresponding revenue sources.

§ Proposition 103 assessments and examination
rates were not calculated in a timely manner. è

§ Assessment and rates are calculated shortly after en-
actment of annual budget.

§ No process in place to monitor billings for exami-
nation reimbursement to ensure full recovery of
costs. è

§ Program managers are responsible for verifying the
accuracy of billable hours in TARS.

§ A monthly report comparing billable hours to those
billed and those recorded in TARS is provided to pro-
gram managers.

§ Lack of cash flow management resulted in insuffi-
cient money to fund operations or inability to fund
contingencies.

è
§ A monthly cash flow analysis is conducted to ensure

revenues are being collected to support expenditures.

§ Audits conducted by the Department of Finance,
the State Controller’s Office, and the Bureau of
State Audits identified serious fiscal management
deficiencies in CDI.

§ CDI lacked systems, controls, or procedures to
properly monitor and manage its revenues and ex-
penditures.

§ Deficiencies, combined with two related lawsuits,
depleted the Insurance Fund requiring a General
Fund loan of $14 million and staff layoffs of 94 po-
sitions, including 60 in consumer protection pro-
grams.

è

§ CDI’s financial operation was restructured to ensure
coordination and control over all aspects of financial
management.

§ A formal budget management process was imple-
mented to make program managers responsible for
monitoring their revenue collections and expenditures.

§ General Fund loan was repaid, Insurance Fund re-
serves were established for contingencies, and all
staffing reductions have been restored, including a
substantial increase in consumer protection staffing.

Source: California Department of Insurance, Administration Branch, 1999
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Exhibit 32: Business Services Management Bureau Achievements, 1995 - 1998

Major Accomplishments, Business Services Management, 1995-1998
Then (1995) è Now (1998)

§ Antiquated inventory control system. è § Implemented bar coding system.

§ Inaccurate inventory records. è § Conducted statewide inventory.

§ Inadequate security of CDI offices. è § New card key system installed.

§ No risk analysis for department data services.
è

§ Filled Information Security Officer (ISO).

§ Conducted risk analysis.

§ Record retention schedules out of date. è § Increased staff and updated schedules.

Source: California Department of Insurance, Administration Branch, 1999


